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ROBERT  DONELLAN,  having  been  recalled, 

re-examined: 

MR.  BLANCHARD:  Mr.  Chairman,  yesterday  at  the  time  of 

adjournment  I  was  dealing  with  the  Teis  appraisal  applying 
Mr.  Hill’s  unit  cost. 

MR.  HARVIE:  If  I  may  interrupt  again,  Mr.  Chairman, 

I  have  some  replies  to  the  questions  asked  yesterday  and  I 
would  like  to  file  them. 

THE  CHAIRMAN:  You  would  like  to  file  them  first  ? 

MR.  .HARVIE:  Yes,  I  think  it  would  be  of  assistance  to 

Mr.  Blanchard  and  others. 

A  At  the  request  of  Mr.  McDonald,  in  answering  Mr.  McDonald,  I 

read  some  figures  into  the  evidence  accounting  for  the  differ¬ 
ence  between  the  operating  cost  and  the  administration  charges 
as  they  appeared  on  the  original  estimate,  Exhibit  1  A,  and  in 
the  final  submissions  113  A.  I  am  now  filing  the  papers  from 
which  I  got  the  figures. 

MR.  HARVIE:  I  would  suggest  it  should  be  113  (d). 

STATEMENTS  NO W  PRODUCED  AND 
REFERRED  TO  MARKED  EXHIBIT 
113  (d). 

Q,  MR.  HARVIE:  Do  you  wish  to  comment  on  that  at  all  Mr. 

Donellan  ? 

i 

A  No,  that  is  simply  a  confirmation  of  the  figures  I  read  yester¬ 
day  and  I  pointed  out  they  might  not  be  understandable  by  every 
body  and  I  would,  file  a  statement  and  I  have  done  so  and  I  have 
read  the  extracts.  The  next  statement  is  in  accordance  with 
Mr.  Steer’s  request.  We  have  prepared  an  Exhibit  showing  book 
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values  of  tho  gas  gathering  lines  and  water  system  which  it  is 
proposed,  to  turn  over  to  the  Utility  Company.  This  statement 
shows  tho  original  cost  together  with  tho  amount  of  depreciation 
which  has  b3an  provided  .  against  this  investment  and  tho 

not  book  value. 


MR . 

HARVIE: 

I 

would 

suggest  the 

t 

be  Exhibit 

117. 

THE 

CHnlRilAN : 

It 

does 

not  relate 

to 

any  other 

Exhibit  ? 

MR. 

HARVIE: 

No 

it  does  not  tie 

up 

at  all. 

STATEMENT  PRODUCED  END  REFERRED 
TO  NOW  MARKED  EXHIBIT  117. 


A  I  would  like  to  make  a  commont  in  connection  with  that  Exhibit. 
Tho  conditions  which  govern  the  entries  made  for  depreciation 
were  that  when  the  plant  was  constructed  its  length  of  life 
was  problematical.  Submission  was  mado  to  the  Income  Tax 
authorities  in  view  of  the  possible  very  short  life  of  the 
plant  that  on  allowance  should  be  made  of  double  the  amount 
of  normal  depreciation  and  we  submitted  a  claim  to  write  it  off 
20$  per  annum  and  the  reasonableness  of  this  contention  was 
conceded  by  the  Tax  Department  and  therefore  the  gas  gather¬ 
ing  lines  are  depreciated  on  a  20$  basis.  Actually  the  plant 
has  proved  to  hove  a  longer  life  than  the  pessimistic  outlook 
at  the  commencement  of  the  operations  and  consideration  should 
bo  given  to  this  point  that  book  entries  for  tax  purposes  do 
not  tend  to  reflect  the  actual  operating  depreciation  which 
has  occurred  during  the  period  referred  to. 

THE  CHAIRMAN:  Does  it  represent  a  recovery  of  capital  to 

the  extent  shown  in  your  depreciation  reserves  ? 

A  I  would  not  go  so  far  as  to  say  that,  but  it  does  represent 

tho  corresponding  amount  as  being  charged  against  operations, 

Q,  So  that  the  Company  would  out  of  its  earnings  receive  an  oper¬ 
ating  charge  ? 
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The  benefit  of  tho  oxgqss  depreciation  but  the  point  I  wanted 
to  make  was  that  tho  amount  charged  is  greater  than  normal 
operations. 

Mr,  Steer  made  an  enquiry  as  to  the  yield  which  we 
could  expect  from  31.75  billions  to  bo  sent  to  tho  plant.  I 
can  only  report,  Mr.  Steer,  as  to  past  production.  Our  engin¬ 
eer’s  advise  that  as  part  of  the  gas  referred  to,  part  of  the 
31.75  billions  will  be  reprossured  dry  gas.  We  have  no  exper¬ 
ience  to  advise  me  as  to  the  effect  such  operations  will  havo 
on  tho  yield  to  be  obtained  in  the  future.  Our  actual  yield 
during  the  life  of  the  plant,  while  we  were  manufacturing  a 

twenty  to  twenty-six  pound  product  has  been  .27  gallons  per 

\  , 

m.c.f.  ,to.38  gallons  per  m.c.f.  When  we  were  manufacturing 
forty-five  pound  products,  it  comes  to  .53  gallons. 

That  is  on  actual  plant  operations  ? 

That  is  tho  actual  recovery. 

MR.  CHAMBERS:  What  are  those  figures  again  please. 

On  the  twenty  to  twenty-six  pound  product  I  find  in  the  early 
years  we  fluctuated  and  for  a  short  period  we  were  down  into 
a  sixteen  pound  product.  The  majority  has  been  a  twenty-six 
pound  product.  The  average  yield  of  our  twenty  to  twenty- 
six  pound  product  has  boen  .27  gallons  per  m.c.f.,  from  ,27 
to  .38  gallons  per  m.c.f.  That  is  for  the  period  of  1936 
to  1943,  when  we  transferred  to  manufacturing,  a  forty-five 
pound  product,  when  the  yield  was  .  53  gallons  per  m.c.f. 

MR.  STEER:  Can  you  give  us  tho  relative  selling 

prices  of  those  two  products  ? 

Tho  Turner  Valley  posted  price  of  a  twenty-six  pound  product 
is  2.28  a  barrel  and  an  average  of  o  forty-five  pound  product 


1.84. 
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CROSS -EXAMINED  BY  MR.  STEER: 
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$1.84  per  barrel  ? 

Yos. 

MR.  CHAMBERS:  What  is  the  first  figure  ? 

$2.28. 

MR.  STEER:  May  I  interact  for  n  minute.  It  is  un¬ 

profitable,  much  more  unprofitable  to  manufacture  the  heavier 
product  than  the  light  ? 

Oh  no  because  we  have  a  much  greater  volume.  We  have  almost 
doublo  the  volume  at  $1.84,  Wo  get  .53  gallons  per  m.c.f.  of 
the  forty-five  pound  product  against  .27  of  the  twenty-six 
pound  product. 

I  beg  your  pardon.  What  did  you  say  about  the  ropressured  dry 
gas  ? 

Well  your  question  was,  would  I  tell  you  what  was  the  expected 
production  out  of  that  31.75  billions  to  be  contributed  through 
the  low  pressure  system.  Now  that  gas  is  coming  through  from 
operations  subsequent  to  the  change  in  operating  conditions 
than  will  be  affected  by  the  repressured  gas.  How  much  of  that 
31  billions  will  be  ropressured  coming  back  nobody  knows. 

What  the  effect  of  that  ropressured  gas  will  bo  on  the  yield 
I  am  not  able  to  find  out. 

^ro  you  suggesting  that  some  part  of  the  31  billions  is 
counted  twice  ? 

No.  I  am  suggesting  that  in  the  31  billions  there  will  be  an 
effect  of  the  repressured  operations. 

We  have  got  according  to  your  figures  as  I  understand  it,  we 
have  got  around  50  billions  of  reserves  in  the  field  today  ? 
Correct . 

i*nd  that  50  billions  of  reserves  is  wet  gas  ? 

Correct . 
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And  sooner  or  later  all  the  gasoline  content  of  that  50  billions 
is  going  to  be  taken  out  in  your  absorption  plant  ? 

That  is  so.  That  is  what  we  are  hoping  to  do. 

MR.  HARVIE:  That  amount  of  it  that  is  actually  produced. 

We  estimate  will  be  31.75  through  the  low  pressure. 

DR.  BOOMER:  Part  of  that  50  billions  will  be  re-typed 

The  part  that  is  repressured  ? 

I  do  not  know  that  1  am  prepared  to  go  that  far.  My  reco¬ 
llection  was  that  the  .581  was  the  gas  in  place  today.  Our 
people  feel  that  the  effect  of  repressuring  may  have  an  effect. 
What  effect  the  repressuring  operations  may  have  on  this  gas 
in  place  they  are  not  able  to  advise  me  as  to  the  potential 
production  out  of  the  31  billion. 

MR.  STEER:  We  were  talking  about  recoverable  reserves. 

That  is  right. 

And  that  50  billion  is  recoverable  reserves  ? 

That  is  right. 

And  are  you  going  to  suggest  that  repressuring  will  prevent 
some  recovery  of  it  ? 

No  I  am  suggesting  that  the  effect  of  repressuring  gas  recovery 
operations  may  have  an  effect  on  that  51. 

To  decrease  or  increase  it  ? 

I  cannot  say. 

What  effect  would  it  possibly  have  ? 

You  are  getting  into  the  realm  of  -  I  am  a  layman.  I  understand 
wo  have  the  natural  gas. 

Wait  a  minute.  You  have  been  discussing  those,  matters  with  your 
own  engineers  I  prosume  ? 

Correct . 

And  what  you  are  going  to  tell  us  now  is  what  they  have  told  you. 
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My  interpretation  of  it.  It  is  a  technical  matter  and  I  am  a 
layman. 

We  will  forget  that  for  a  moment.  There  is  not  any  doubt  about 
this,  that  your  evidence  is  that  there  is  some  50  billions  of 
recoverable  wet  gas  in  that  area  ? 

Correct . 

/  • 

At  your  hand  ? 

Yes. 

Now  is  thore  any  dispute  about  the  proposition  that  that  50 
billion  is  going  to  go  through  your  absorption  plant  and  that 
the  gas  recovered  from  it,  whether  a  failure  to  recover  gas  is 
due  to  repressuring  or  any  other  cause  then  I  think  perhaps  the 
Board  would  like  to  have  engineering  evidence  on  that. 

Yes  I  think  so. 

MR.  HARVIE:  And  I  think  thore  is  some  engineering  evid¬ 

ence  to  some  extent  on  it. 

The  next  question  you  asked  Mr.  Steer,  would  I  give  an  explana- 

/ 

tion  as  to  the  difference  between  the  27,54  m.c.f.  per  year  used 
in  Exhibit  lA  and  22,28  m.c.f.  referred  to  on  Page  8  of  Exhibit 
113  (b).  I  find  that  at  the  time  of  preparing  Exhibit  1  (a), 

Mr.  McCutchin  was  dealing  with  an  allocation  of  reserves  based 
on  the  20.7$  of  share  of  market.  That  is  supported  by  his 
Exhibit  4,  which  was  filed,  which  showed  the  average  market 
per  day,  the  B.  A.  share  being  estimated  at  20.7$.  This  gives 
an  average  of  7.69  m.c.f,  per  day.  This  is  the  amount  used 
in  Exhibits.  27.54  billion  cubic  feet  for  the  ten  years. 

Later  in  the  negotiations  in  January  1945  we  received  a  re¬ 
vised  estimate  of  the  market  requirements  where  they  also 
determined  the  B.  A. share  was  estimated  to  bo  21.50$. 
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Applying  this  21*5$  to  the  revised 

figures  shows  an  estimated  throughput  for  B.A.  for  the  10 

years  of  22.289  billion  cubic  feet  as  used  on  page  8  of  Volume 

5.  That  is  really  additional  information  which  developed. 

You  also  requested  information  as  to  how  long  it  would  take 

to  process  the  50.8  billion  cubic  feet  referred  to  in  Exhibit 

51,  and  also  as  to  the  rate  of  decline,  if  possible  to  givs 

the 

you  those  figures  annually  and/dailv  rate  of  decline.  Several 
factors  enter  into  this  matter,  I  found,  which  negatived  any 
attempt  to  provide  answers  to  the  above  questions.  In  the 
first  place,  I  was  advised  that  our  submissions  and  estimates 
were  based  on  the  assumption  of  obtaining  approval  from  the 
Conservation  Board  to  operate  on  the  allowables.  This  matter 
has  not  yet,  I  understand,  been  approved  by  the  Board.  And, 
secondly,  the  estimates  of  market  requirements  for  gas 
were  based  on  3a s  Company  estimates  and  calculating  or 
including  an  assumption  that  the  Ammonia  Plant  would  not 
require  gas  after  1945.  If  this  continues, .  th~n  the  repriseurirg 
volume  will  be  reduced  and  the  life  of  the  field  will  be 
correspondingly  curtailed.  And,  thirdly,  the  point  of  tve 
efficient  operation  of  the  plant  had  to  be  considered  under 
present  conditions  ,with  the  capacity  of  approximately  2 
billion  feet  per  annum  it  would  probably  be  satisfactory  to 
operate  successfully  down  to  50$  of  that  capacity  or  a  billion 
per  annum.  That  is,  under  present  day  conditions.  That 
may  change.  In  view  of  those  three  conditions  I  felt  it 
was  not  possible  to  supply  the  information  requested  with 
any  degree  of  satisfaction  for  myself  or  for  you,  ftir .Steer. 

I  think  that  cleans  up  the  note  I  have  for  requests  from 
yesterday. 
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THE  CHAIRMAN:  Have  you  anything,  Mr#  McDonald, 

arising  out  of  that  113(D)  that  requires  your  questioning, 
or  do  you  ■wish  time  to  look  at  it? 

MR.FARVIE:  May  I  just  check  one  figure, Mr. 

Chairman. 

THE  CHAIRMAN:  Yes . 

MR.  MCDONALD:  No,  Mr.  Chairman,  I  would  have  to 

have  some  time  to  check  it. 

THE  WITNESS:  Mr.  Harvie  has  just  called  my 

attention  that  my  notes  are  wrong  where  I  just  refer  to  2 
billion  per  annum,  that  the  correct  figure,  -  and  the  £0^,  • 

1  bilLion  per  annum,  -  the  correct  figure  should  be  20 
million  feet  per  day  and  10  million  feet  per  day  respectively. 
MR. HARVIE:  Or  the  equivalent,  approximately 

3-g-  billion  per  annum? 

Yes. 

DR.  BOOMER:  In  112(D)  there  is  the  figure,  on 

the  seoond  page,  of  $6,480.00  after  which  there  is  no  explan¬ 
ation. 

Those  were  two  items  where  there  should  have  been  ditto  marks 
there.  We  were  working  until  11.30,  and  were  a  little  tired. 
Those  figures  were  taken  directly  from  Exhibit  LA.  You  will 
also  find,  in  the  column  there  32,220.  That  item  from  my 
recollection  is  for  gas  gathering  and  the  other  for  compressor 
station. 

MR.  HARVIE:  But  they  are  both  the  same  item, 

relating  to  operating  expenses  as  in  the  statement? 

The  $32 , 220 .00  is  the  cost  of  the  compressor  station  asshown 
in  Exhibit  1A,  and  the  $6,460.0j  is  the  operating  costs  of 
the  high  pressure  line  to  the  scrubbing  plant. 
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Q,  i  R.  FARVIE:  I  think  that  is  all  with  regard  to 

the  questions  asked. 


CROSS-EXAMINATION  BY  1R.  BLANCHARD 


% 


Q,  As  I  was  saying,  hr.  Chairman,  I  was  dealing  with  the  Teis 
appraisal,  but  I  find  Mr.  S tevens-Guille  has  prepared  a 
statement  applying  Mr.  FillT's  unit  cost  to  the  Teis  appraisal 
and  so  I  won’t  deal  with  it  snv  further  at  this  moment  beyond 
this,  that  any  figures,  that  is,  unit  costs,  that  may  be 
accepted  bv  the  Foard  with  respect  to  installation  costs  of 
pipe  would  apply  equally  to  the  water  system? 

A  Yes . 

Q,  You  have  applied  Mr.  Teis1  principles? 

A  Yes,  I  adopted  the  principles  of  Mr. Teis  to  the  water  system. 

Q,  Now,  I  just  want  to  deal  for  a  moment  with  your  evidence 

yesterday  relating  to  the  rate  of  return,  and  I  am  referring 
now  to  the  annual  report  of  the  British  American  Oil  Company 
Limited,  Exhibit  116. 

A  I  am  sorry,  they  were  not  available  in  Calgary,  enough  copies, 
and  I  telegraphed  for  an  additional  25  copies  to  Toronto. 

Q,  Have  you  e  copy? 

A  No,  I  gave  mine  as.  an  exhibit  yesterday.  Could  I  have  your 
copy? 

Q,  Perhaps  I  h"d  better  give  the  Board  a  copy? 

% 

A  An  a ddit iona 1  25  copies  will  be  coming  in  today’s  r  Lr  mail. 

\ 

MR.  FARVIE:  I  have  one  copy  I  will  give  to  Mr. 

Done lien. 

Q.  MR.  BLANCFARD:  Now  you  s?  id  yesterday  that  your 

Company  made  11/b  on  the  shareholders*  investment  in  1944? 
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Yes . 

And  14'/<?  on  the  fixed  assets? 

Approximately,  yes* 

Now  then,  the  total  shareholders’  equity  as  shown  in  your  report 
is  *27,691,784.00? 

Correct . 

On  which  you  earn  ll/s  after  tax? 

Yes . 

Now  then,  you  have  issued  some  $10,500,000.00  of  debentures? 
Correct . 

And  what  rate  of  interest  has  the  Company  been  paying  onthose 

t 

debentures  "i 

Paying  a  sliding  scale  from  to  3j$. 

Paying  a  sliding  scale  from  2-J  to  3J/j? 

Yes . 

Now,  if  instead  of  issuing  those  debentures  the  Company  had 

sold  shares  to  the  extent  of  that  10  million . is  it 

$10, 500,000.00. 

Yes,  wlO, 500, 000.00. 

Yes.  Then  the  capital  employed  would  be  increased?  That  is 
represented  by  the  shares? 

Yes . 

Would  be  increased  to  $38,191,784.00? 

Yes. 

And  what  would  be  the  effect  of  that  on  the  rate  of  return? 

The  effect  of  that  on  the  rate  of  return  for  the  year  1944  would 
have  been  something  like,  the  Company  would  have  earned  8.83 fo* 
Are  you  sure  of  that? 
yes,  I  worked  the  figures  out. 

You  are  sure  of  that? 
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Over  the  seven  year  period  from  1938to  1944  the  over-all 
average  rate  of  return  would  have  been  9.3 fo* 

Just  a  moment,  /me  you  taking  into  account  that  you  would 
have  to  pay  tax  on  the  income  relating  to  those  ^10,500,000.00 
worth  of  debentures  if  they  were^nin  the  form  of  shares  ane 
not  in  debentures? 

No . 

You  are  not? 

No,  I  was  not. 

Then  I  would  like  you  to  re-compute  your  figures.  I  suggest  to 
you  that  the  rate  of  return  is  under  Qfo* 

NR •  F/-RVIE  :  Is  under  what? 

MR. BL/  NCF/.RD :  Unde r  8 jo. 

Subject  to  verification,  I  will  have  a  statement  confirming  it 
tomorrow,  nr7  impression  is  over  the  8  years  after  making  that 
adjustment,  it  will  be  9 
I  am  referring  to  1944? 

1944. 
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Q, 
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Yes,  or  at  the  present  moment? 

It  would  be  on  the  border  line  of  8$. 

Wh't  I  have  in  mind  is  that  in  presenting  the  figures  you  have 
just  presented  to  the  3o ? rd , you. d id  not  deduct  a  t ax  at  all? 
No,  I  did  not  deduct  the  tax  at  all. 

Youdid  not  deduct  the  tax  at  all? 

No.  It  would  be  around  that. 

Ihose  debentures  are  serial  debentures,  you  pay  off  so  much 
each  year  do  you? 

Not  all  of  them.  The  majority  of  them. 

do 

That  being  the  case, /you  kno"  of  any  reason  why  the  British 
/.merioan  Oil  Company  Limited  should  not  have  accepted  as  part 
of  the  consideration  for  the  transfer  of  the  assets  to  the 
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Utility  Company,  end  debentures  or  bonds? 

Yes .  I  believe*  well  should  not  eccept  debentures,  because 
the  British  American  Oil  Company,  as  I  just  point  out, 
would  have  to  pay  tax  on  the  debentures.  While  the  debenture 
interest  is  exclusive  of  tax  to  t*e  Utility,  it  is  liable  to 
tax  in  the  hands  of  the  Company. 

Assuming  you  are  going  to  find  that  the  -rate  of  return  on  the 
capital  employed  of  your  Company  based  on  all  the  investments 
being  in  the  form  of  shares  is  under  670,  you  ere  still  basing 
that  on  the  book  value  of  fixed  assets  partially? 

Partially,  yes. 

Yes.  That  is  to  the  extent  of  some  *>44 , 000 , 000 .  uO? 

To  the  extent  of  £22,000,000.00. 

Pardon? 

To  the  extent  of  1 22 , 000 , 000.00. 

Yes,  to  the  extent  of  $22, 000, 000.00. .  Depreciation  takes 
care  of  the  twenty-two  million? 

Yes . 

Now  can  you  suggest  any  other  investment  in  which  your  Company’s 
funds  can  be  safely  invested  at  net? 

No,  because  my  company  is  not  an  investment  company.  My 
company  is  a  company  which  is  refining,  end  distributing 
petroleum  products  and  oils. 


(Go  to  pa,_e  3147) 
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q 

Do  you  know  of  any  company  that  is  paying  a  dividend  .... 

MR.  HARVIE:  possibly  the  Union  Oil,  they  have 

just  done  it. 

%)  q 

MR.  BLANCH/iRD:  I  am  asking  the  witness  if  he  knows 

of  f  company. 

A 

No,  I  do  not  know. 

0 

A 

Now  i  want  to  go  to  your  statement,  113(c),  that  is  your 

Operating  Costs  statement  for  the  7  months  ending  July  31st, 

1945.  I  want  to  deal  with  the  relationship  of  your  Admin¬ 
istration  Costs  to  your  Operating  Costs.  Now  if  you  take 

your  gas  gathering  system  as  an  example,  that  would  be  your 

second  column  headed  01.  That  is  your  account  number,  01. 

Yes. 

Q 

% 

Your  total  Operating  Costs,  direct  Operating  Costs  for  that 

gas  gathering  system  were  $3,540,95. 

A 

q- 

Ye  s.  * 

Is  that  right? 

A 

Co  rra  ct . 

q 

Correct.  Your  office  expense  was  $408.35? 

A 

Yes. 

q 

Your  general  expense,  $352.67? 

A 

Cor  re  c  t. 

0 

V 

And  your  general  administration,  $915.87? 

«)  A 

0 

</ 

Correct . 

Which  makes  a  total  of  $1,676.89? 

A 

Yes. 

q 

A 

And  that  overhead  cost  is  47  per  cent  of  your  direct  cost, 

is  that  correct,  approximately? 

Our  costs  ere  $3,500  and  the  other  items  are  seventeen,  yes 

that  is  approximately  correct. 

q 

Yes,  47  per  cent.  Now  w  e  have  been  comparing  the  unit 

cost  supplied  by  Mr.  Hill  to  construction  end  I  just  went 
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for  a  moment  to  compere  the  costs  of  administration,  that  is 
the  overhead  costs  of  Madison  with  yours,  in  relation  to  the 
operating  costs.  Now  r  e  ferri  ng  t  o  Submission  9-A,  1945, 
Madison’s  Submission  9-A,  I  have  forgotten  the  Exhibit  number. 
It  is  Schedule  9-a,  19  45. 


MR.  CHAMBERS: 
MR.  BLANCHARD: 


MR.  HARVIE: 

MR.  BLANCHARD: 


Exhibit  7  9. 

I  find  there  that  the . 

Referring  to  what  ,  Mr.  Blanchard? 
9-A, 1945 . 


DR.  BOOMER:  You  do 'not  know  the  Exhibit  number? 

MR.  CHAMBERS:  Exhibit  79. 

MR.  BLANCHARD:  I  am  again  taking  just  the  gathering 

lines  as  an  example  and  I  find,  and  perhaps  you  might  assume 
this  to  be  correct  for  the  moment,  that  the  overhead  of 
Madison  is  13  per  cent  of  its  operating  costs.  Now  can  you 
give  any  explanation  of  that  wide  disparity? 

Well  I  would  have  to  have  information  as  to  what  is  included 
in  the  administration  of  both  items.  Some  companies,  a  nd  I 
know  for  a  fact  that  Madison,  have  got  a  much  larger  organ¬ 
ization  in  Calgary  than  our  organization.  Therefore  their 
direct  charges,  -  you  have  included  as  overhead  a  proportion 
of  the  office  expense,  general  expense  together  with  admin¬ 
istration.  You  have  grouped  them  all  as  being  overhead.  I 
do  not  know  but  I  would  not  be  surprised  if  Madison’s  direct 
charges  for  their  local  office  expense  and  their  general 
expense  are  in  as  direct  charges  because  they  operate  under 
different  conditions  than  what  we  do.  Without  having  some 
information  as  to  what  is  in  the  Madison  statement,  I  could 
not  tell  you. 

I  would  like  to  know  what  items  come  in  under  the  heading 
of  your  General  Expense  there. 
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A  I  have  a  summary  of  that.  I  am  sorry  I  do  not  seem  to  have 
brought  it  with  me,  but  going  from  memory  it  consists  of 
telephone  and  telegraph  charges.  $200.  I  think  I  can  get 
this  at  the  recess  for  you  and  travelling  expenses.  If  you 
will  leave  it  to  recess,  I  will  telephone.  They  gave  it  to 
me  last  night  but  I  did  not  bring  it  with  me. 

Q,  Thank  you,  Mr.  Donellan. 

A  It  consists  of  that  type  of  item,  telephone  and  telegraph  and 
travelling  expenses  and  expenses  of  the  Field  Manager  down 
at  the  plant.  Those  are  the  two  outstanding  ones, 

Q,  perhaps  I  can  suggest  one  difference  and  that  is  that  Madison 
is  not  being  charged  by  its  parent  company,  Royalite,  with 
any  part  of  its  Head  Office  expense. 

A  Well  I  do  not  know.  I  am  not  surprised  to  learn  of  that.  As 

A 

I  say,  they  have  a  much  bigger  organization  in  Calgary  than 
we  have, 

Q,  possibly  they  think  that  the  services  that  might  be  performed 
by  their  Head  Office  management  and  so  on  is  a  function  of 
service  to  the  shareholders  of  Royalite. 

A  It  would  be  quite  a  reasonable  assumption,  because  they 

operate  considerably  more  subsidiary  companies  and  there  is 
not  the  same  direct  connection  with  their  Toronto  office  with 
their  local  operations. 

Q  I  am  just  wondering  to  what  extent  these  overhead  charges, 
at  least  administration  charges  of  $15,000  a  year  or  your 
charge  for  general  administration  as  part  of  your  capital 
costs,  to  what  extent  that  should  be  regarded  as  services 
by  your  Head  Office  to  the  shareholders  of  the  British  American 
Oil  Company  Limited  rather  then  to  the  subsidiary  company, 

A  Well  I  will  just  zun  over  wh  at  is  in  the  general  administration 
expense. 
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^  Q 
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Q 
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Yes,  you  had  better  do  that. 

Taking  the  expenses  that  we  have,  we  have  our  Head  Office 
accounting  department. 

Beg  pardon? 

There  is  the  expense  of  the  Heed  Office  accounting  department 
end  a  proportion  o  f  that  ,  I  am  the  chief  accountant  and  my 
salary  goes  to  the  Head  Office  account.  This  is  one  of  my 
responsibilities  to  the  utility. 

You  have  an  accountant  here,  though,  haven*  t  you? 

We  have  an  accountant  here,  Mr.  Cull. 

Mr.  cull? 

Mr.  Cull.  He  does  the  routine  work  which  is  under  my  super¬ 
vision  as  chief  accountant. 

Just  a  moment,  Mr.  Cull’s  wages  and  his  expenses  do  not  form 
part  of  this  overhead? 

No,  they  are  a  direct  charge.  In  the  Head  Office  accounting 
deportment,  there  is  a  chief  Accountant,  the  Internal  Auditor 
and  the  senior  Assistant  who  looks  after  this  work  and  part  of 
the  time  the  Heed  Office  accounting. 

Then  we  will  come  back  to  that  in  a  moment. 

Then  there  is  the  purchasing  department.  The  Madison  have 
their  own  here,  I  understand.  We  handle  it  through  Toronto, 
Then  there  is  the  legal  expense  and  while  we  have  our  own 
counsel  here,  the  company’s  legal  department  is  in  Toronto. 

And  they  have  them  to  consult.  Then  there  is  the  paymaster’s 
Department,  which  accepts  the  responsibility  of  looking  after 
the  taxation  requirements  and  then  in  addition  to  that  there 
is  the  General  Manager.  I  have  outlined  how  we  ore  proposing 
to  allocate  these. 

And  Directors’  fees,  do  they  oome  in  as  part  of  that? 

* 

Directors’  fees  come  in  as  part  of  the  general  management,  yes. 
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Q,  And  the  utility  will  be  paying  pert  of  the  Directors’  fees? 

A  An  infinitesimal  pert,  yes. 

3  Then  you  are  not  going  to  proceed  on  the  basis  of  what  is 

actual,  on  the  basis  of  the  charges  for  work  actually  done. 

You  ere  simply  taking  a  lump  sum  as  representing  a  proportion 
of  the  British  American  Oil  Company  Limited’s  costs  and  you 
are  taking  some  proportion  of  those  and  charging  them  to  the 
Utility,  is  that  right? 

A  No.  What  I  w 8 s  prepared  to  do  and  what  we  intended  to  do  was 
that  when  making  these  estimates,  we  estimated  a  proportion 
of  the  administration  expense  would  be  tsken  out  of  admittedly 
an  approximation  of  these  various  services  and  I  would  justify 
to  the  Board’s  auditor  at  the  end  of  the  year  that  15  per  cent 
had  been  justified.  If  it  was  less,  I  would  only  put  in  the 
lesser  amount  and  if  it  was  higher,  I  would  expect  to  put  in 
the  higher  amount.  Now  in  conns  ct  ion  with  that,  if  you  will 
excuse  me  a  moment  -  the  administration  charges  which  I  have 
applied  on  this  statement  are  on  the  exact  basis  of  our  sub¬ 
mission  of  $15,000  per  annum.  If  this  was  the  year  end  closing 
I  would  submit  to  the  Board’s  auditor  at  the  moment,  at  the 
31st  of  July,  rather,  the  total  amount  of  adm  ini  strait  ion 
charges  applicable  to  this  operation  as  $9,766.  Now  our 
company  is  prepared,  if  the  impression  has  got  around  that 
we  want  to  moke  a  flat  $15,000,  we  will  accept  the  $15,000 
but  we  are  quite  prepared  to  say  that  we  will  take  the  actual 
adjustment  of  that  figure  after  submission  of  proof  to  the 
Board’s  auditor. 

Q,  Does  your  overhead,  end  I  am  dealing  now  with  your  Capital 
Costs,  does  your  overhead  include  engineering  design? 

A  Yes.  At  least,  I  may  have  to  qualify  that  to  some  extent, 
that  it  includes  consu  It  at  ion  wi  th  our  engineers,  covering 
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desi  gn . 

q  I  think  I  will  come  back  to  that  in  a  few  minutes,  than,  Mr. 

Done  11a n.  Now  I  want  to  deal  for  a  moment  with  the  allocation 
of  costs  in  conne  ction  wi  th  the  gas  gathering  system.  You 
propose  that  15  per  cent  be  charged  to  the  British  American 
Oil  Company  Limited,  that  is  15  per  cent  of  your  gathering 
cos  t  s. 

A  Correct. 

0  And  I  suggested  that  whatever  is  the  proper  allocation  should 
apply  8  Iso  to  your  low  pressure  compressing  plant? 

A  Yes,  that  was  the  suggestion. 

Q,  That  was  the  suggestion  end  do  you  disagree  with  that? 

A  Yes. 


(Go  to  page  3153) 
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Q, 
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Q, 
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Q, 
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Why  ? 

Because  the  low  pressure  compressor  station  was  part  of  the 
new  operation.  If  the  conservation,  the  question  of  conser¬ 
vation  of  gas  had  not  arisen  we  should  certainly  not  have 
built  the  low  pressure  compressor  station.  We  would  have 
operated  the  field  and  while  as  events  have  turned  out  there 
are  18  billion  cubic  feet  of  gas  available  there  might  be,  - 
nobody  knows,  we  were  not  faced  with  the  problem,  but  as  an 
engineering  practice  that  might  have  been  increased,  that 
volume  to  30  or  40  billion  or  an  unknown  quantity  and  it  was, 
that  low  pressure  compressor  station  was  incidental  to  the 
new  operation  and  not  part  of  the  absorption  plant. 

Although  it  is  necessary,  it  is  a  necessary  extension  to 
bring  the  gas  into  your  absorption  plant  ? 

To  bring  the  low  pressure  gas  into  the  absorption  plant,  yes. 

Row  is  it  your  suggestion  that  the  Sbfo  -  - 

MR.  HARVTE:  If  I  might  interrupt  there. 

MR.  HaRVIE:  Mr.  Donellan,  that  is  on  the  basis  of  the 

150  pound  working  pressure  at  the  plant  ? 

I  thought  I  covered  that,  that  is  what  I  had  in  mind  when  I 
said  we  reduced  the  pressure  and  increased  from  18  billion 
to  30  or  40  billion  or  some  unknown  quantity. 

What  you  mean  by  that  is  that  if  this  new  installation  had 

not  been  installed  really  the  working  pressure  of  the  plant 

> 

would  have  been  reduced  so  that  the  greater  portion  of  this 
30  billion  could  have  been  put  through  without  increasing  the 
compressor  cost  ? 

That  is  the  impression  I  meant  to  convey,  that  was  the 
natural  development,  the  Company  would  not  close  the  plant 
down  with  150  pound  pressure  when  with  a  nominal  expense  it 
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could  reduce  that  pressure  and  recover  a  considerably  greater 
portion  or  volume  of  gas. 

DR.  BOOMER:  You  mean  that  18  billion  estimate  is  based 

upon  operating  that  plant  at  150  pounds  ? 

Yes,  150  pounds. 

Was  that  Mr.  McCutchin’s  evidence  ? 

I  have  a  reference  from  Mr.  McCut chin’s  statement  of  250  pounds, 
no,  that  is  the  low  pressure,  250  pounds  bottom  hole  pressure. 
MR.  BLANCHARD:  Now  have  you  any  suggestions  to  make  as  to 

how  the  Sdfo  of  the  cost  of  delivering  gas  to  market  should  be 
allocated  ? 

No.  That  wo  folt  right  along  was  not  our  responsibility,  that 
we  wore  only  interested  -  -  - 

Well  would  you  suggest  that  tho  purchasers  of  the  residue  gas 
pay  for  gas  which  is  flared  ? 

I  am  not  going  to  make  any  such  suggestion,  no,  I  am  not  going 
to  make  that  suggestion,  -  did  you  say  that  I  would  suggest 
that  ? 

Yes . 

And  I  say  tTNo,T . 

Well  they  get  no  benefit  from  that  which  is  flared  ? 

No,  absolutely. 

Who  has  had  the  benefit  of  any  gas  which  is  flared  ? 

That  is  flared,  nobody  gets  tho  benefit  of  any  gas  which  is 
flared  unless  there  is  a  change  in  operation  which  has  now 
brought  a  use  of  the  flared  gas. 

The  gas  has  gone  through  the  absorption  plant  ? 

Yes. 

The  absorption  plant  gets  a  benefit  ? 

Somebody  has  had  tho  benefit  of  tho  natural  gasoline  extracted 
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from  the  wot  gas. 

Yos  ? 

Bat  nobody  has  had  any  benefit  from  the  flared  gas. 

You  do  not  propose  that  the  British  American  Oil  Company  or 
the  Utilities  should  pay  part  of  that  cost  ? 

Oh  no.  I  do  not  think  the  Utility  is  concerned  with  paying 
any  part  of  anything.  I  think  the  Utility  is  only  concerned 
with  doing  the  service  for  which  it  was  formed  and  receiving 
payment  for  that  service.  The  allocation  of  the  cost  of  that 
service  is  the  Board's  responsibility  and  not  the  Utility's. 
Yes,  but  you  might  be  able  to  help  us  with  some  suggestions. 

Yes,  and  our  suggestion  was  restricted  to  the  amount  which  we 

* 

submitted  was  a  fair  charge  in  respect  to  the  quantity  used 
in  our  plant  and  the  service  performed  in  respect  to  the  G.O.P. 
gas. 

Well  your  15$  really  represents  the  shrinkage  ? 

And  fuel  burned. 

j 

4 

And  fuel  burned,  and  that  really  represents  the  gas  that  is 
lost  between  the  separator  at  the  well  and  the  scrubbing  plant 
by  reason  of  the  absorption  plant  operation  ? 

Well  I  think  it  largely  represents  the  volume  of  the  liquid 
content  of  the  gas. 

Yes  ? 

It  is  the  extraction  of  the  liquid  content. 

Exactly,  and  there  is  15$  less  gas  left  ? 

In  volume,  yes. 

Now  you  do  not  propose  paying  anything  for  the  service  rendered 
by  the  Utility  for  bringing  that  gas  there  so  that  you  can  ex¬ 
tract  gasoline  from  it  ? 

We  are  talking  now  from  the  point  of  view  of  British  American 
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Oil  Company  ? 

Yos,  the  absorption  plant  operation. 

No,  I  am  proposing  that  15$  of  that  collection  charge  is  a 
fair  charge  because  the  absorption  plant  operation  has  consumed 
15$  of  tho  volume  which  was  brought. 

You  are  consuming  15$  of  tho  gas  ? 

Yes.  And  I  am  volunteering  to  pay  15$  of  the  charges  for  carry¬ 
ing  that  gas. 

Yes,  but  you  pay  nothing  for  the  service,  apart  from  that  ? 

No. 

Now  then  what  about  gas  returned  to  the  formation,  have  you 
any  suggestions  to  make  about  where  the  burden  of  gathering 
that  gas  should  be,  should  lie  ? 

I  have  not. 

What  ? 

I  have  not.  It  is  not  part  of  our  submission.  It  is  not  part 
of  the  submission  in  connection  with  the  utility  operation, 
from  the  general  point  of  view. 

Do  you  think  the  British  American  Oil  Company  Limited  should 
bear  any  part  of  that  cost  ? 

No  sir. 

Then  drilling  fuel  and  fuel  returned  to  the  leases,  how  is 

i 

that,  how  would  you  suggest  tho  cost  of  gathering  that  bo 
dealt  with  or  paid  for  ? 

The  people  who  are  getting  tho  benefit  from  it. 

The  people  who  are  getting  the  benefit  from  it  ? 

Yes. 

So  that  you  do  not  propose  that  the  absorption  plant  operation 
should  bear  any  part  of  tho  cost  of  gac  which  is  flared  at 
your  plant  ? 
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No . 

By  the  way  your  contracts,  I  understand  from  evidence  given  the 
other  day,  provide,  that  is  your  contracts  with  producers, 
provide  that  you  gather  the  gas,  take  the  gas  to  the  absorption 
plant  and  process  it  and  you  give  the  producer  2 0$  of  the 
gasoline  ? 

Of  the  value  of  the  product. 

Of  the  value  of  the  products  and  then  you  retain  50 $  of  the 
residue  gas  for  any  processing  ? 

Well  we,  -the  producer  has  the  right  to  take  the  gas  back  from 
the  plant  if  he  wants  to,  but  if  the  gas  is  sold  we  retain 
50$  of  the  proceeds  of  the  sale  and  pass  50$  on  to  the  producer. 
Now  that  was  the  effect  of  the  contracts  which  you  had  ? 

Correct . 

Prior  to  the  installation  of  the  low  pressure  compressor  system? 
Yes . 

It  applied  all  through  those  years  to  the  high  pressure  sYstem  ? 
Correct . 

That  is  correct  ? 

That  is  correct. 

So  that  tho  Company  was  gathering  all  this  gas  and  was  not 
charging  tho  producer  for  it  ? 

I  think  so. 

Taking  it  to  the  absorption  plant  and  processing  it  and  all 

* 

those  costs  fell  on  the  absorption  plant  operations  ? 

Yes. 

Now  as  I  understand  it  you  propose  that  all  those  costs,  at 
least  85$  of  those  costs,  should  fall  on  some  one  else  and  do 
you  still  propose  to  retain  one-half  of  the  residue  gas  ? 

Those  are  contracts  which  aro  still  in  effect  and  until  thoy 
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are  changed  they  should  be  respoctod. 

I  see,  but  you  are  going  to  put  all  the  cost  of  that  operation 
which  is  a  part_  of  the  consideration  for  getting  the  gas,  on 
somebody  else  ? 

Of  course  my  point  of  view  is  that  that  was  the  operation  until 
1944  and  after  the  conservation  procedure  was  put  into  effect 
we  have  now  got  a  totally  changed  state  of  conditions  and  the 
costs  of  the  conservation  procedure  should  be  borne  by  the 
people  who  got  the  benefit  of  it,  if  there  are  benefits. 

THE  CHAIRI'IAN:  Q,uito  right,  that  is  going  back  to  last 

year  but  frankly  I  am  astonished  at  the  evidence  you  are 
giving  in  the  light  of  the  negotiations  which  the  Board  had 
with  your  Company  last  year.  All  right,  go  on. 

MR.  BLANCHARD:  All  right,  now  then  on  Page  D  of  Exhibit 

i 

113  (b)  you  suggest  the  high  pressure  compresor  cost  should 
bo  divided  42^  to  the  residue  market  and  58^  to  the  reprossur- 
ing  of  gas  ? 

Yes. 

That  is  on  a  volume  basis  ? 

Yes. 

Have  you  worked  that  out  on  a  horse  power  basis  at  all  ? 

No. 

That  could  be  done  I  suppose  ? 

Yes. 

Would  it  be  much  trouble  for  you  to  do  that  ? 

I  cannot  tell  off-hand,  I  might  roquire  assistance  and  I  will 
see  if  I  con  put  somebody  on  it. 

Now  in  answering  Mr.  McDonald  yesterday  I  think  you  said  that 
the  high  pressure  compressor  station  was  of  a  capacity  ^ust 
sufficient  to  meet  the  peak  load,  the  peak  market  load,  was 
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that  your  Gvidonco  ? 

Did  I  say  that  yesterday,  I  do  not  recall  the  point  coming  up, 
the  horse  power  capacity  of  the  high  pressure  compressor  station 
was  sufficient,  would  you  mind  repeating  that  again  ? 

Well  I  thought  in  your  answer  to  Mr.  McDonald  yesterday  that 
you  said  that  the  capacity  of  the  high  pressure  compressor 
station  was  just  sufficient  to  meet  the  peak  load  demand  of  the 
market  ? 

I  do  not  recall  saying  so. 

That  is  my  impression. 

Yes. 

Is  that  a  fact  ? 

\ 

I  am  not  competent  to  soy,  I  do  not  know. 

You  are  not  suggesting  that  the  high  pressure . compressors  were 
put  in  purely  to  meet  the  residue  market,  -  it  had  a  dual  pur¬ 
pose  ? 

Yes,  the  high  pressure  compressor  station  meets  the  require¬ 
ments  for  supplying  gas  to  market  and  for  repressuring. 

Now  referring  again  to  this  question  of  who  is  to  bear  the  cost 
of  r opressuring,  you  do  not  feel  disposed  to  make  any  recommen¬ 
dation  in  that  connection  ? 

No. 

But  do  you  know  whether  there  is  any  assurance  that  the  citizens 
of  Calgary  for  instance,  the  ultimate  consumers  that  wo  have  now 
will  ever  get  that  gas  ? 

I  hove  no  inforrmation  on  which  to  base  an  answer  to  that  question. 
You  do  not  know  ? 

No. 
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o  m  asking  the  Board  for  a  ten  year  write  off  you  are  not 
.  suggesting  that  you  won't  be  carrying  on  operations  after 
the  ten  years? 

A  ■  I  know  that  in  the  initial  stage  in  consultat  ion  with  the 

staff  on  this  project  we  received  information  from  the  engin¬ 
eering  department  that  there  was  a  reasonable,  or  I  think  the 
expre ssi on  w as  a  reasonable  expectation  of  operating  for  seven 
years.  That  there  was  a  good  sporting  chance  of  operating  for 
a  longer  period.  That  is  why  the  initial  submission  was  based 
on  a  seven  year  depreciation.  Then  it  was  felt  that  to  meet 
the  requirements  we  could  afford  to  gamble  on  another  three 
years,  whether  it  will  be  longer  than  that  I  do  not  know. 

Q  THE  CHAIRMAN:  Is  it  not  the  fact  that  the  Board  would 

not  listen  to  your  project  unless  you  took  a  ten  year  write¬ 
off?  is  that/  not  the  fact.  You  may  have  had  discussions 
with  your  engineers  but  is  it  not  a  fact  that  you  were  told 
the  Board  would  not  entertain  your  proposal  unless  you  moved 
from  a  seven  year  to  a  ten  year  write-off?  Is  that  not  the 
case? 

A  I  do  not  know  but  there  are  letters  and  correspondence  on 
file  I  suppose. 

Q  MR.  BLANCHARD:  Now,  Mr.  Done  1  lan  ,  you  have  seen  Table  #8 

Revised,  submitted  by  the  Madison  Natural  Gas  Company,  that 
is  the  estimated  wet  gas  available  sharing  position? 

A  I  do  not  think  I  have,  but  I  have  a  general  idea  of  what  is 
invo  lved . 

Q  Well  I  fi-nd  that  in  this  Table  your  Company  will  deliver  or 
is  expected  to  deliver  45,519,000,000  feet  of  gas  during  the 
life  of  the  field  and  that  according  to  this  Table  which  is 
based  on  the  evidence  as  to  reserves  as  understood,  you  will  be 
delivering  gas  down  to  1974.  under  this  market  sharing  plan. 
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That  is  90  years. from  now.  You  do  not  agree  with  that  ? 

A  Well  I  know  we  are  contemplating  on  a  ten  year  - 
1  29  years  ? 

A  29  years.  It  has  never  been  suggested  to  my  knowledge  of  any 
longer  period  than  the  ten  years, 

Q,  No. 

A  Madison  ore  submitting  a  statement  there  which  showed  a  con¬ 
templated  30  year  life  for  the  plant. 

Z  But  if  it  is  a  fact  that  you  were  going  eventually  to  deliver 
between  45  and  46  billion  cubic  feet  of  gas,  if  that  is  a  fact 
then  the  life  of  this  field  and  your  operations  would  probably 
carry  over  for  a  period  of  25  years  or  more  ? 

A  Well  I  can  only  say  in  endeavouring  to  get  that  information  for 
Mr.  Steer  last  night  that  our  estimates  of  the  use  of  the  re¬ 
serves  of  50  billion  feet  of  gas  expires  at  the  end  of  the 
> 

eighth  year.  From  papers  I  got,  I  was  so  doubtful  that  I  was 
not  prepared  to  use  them,  so  contradictory  to  the  30  years  you 
are  talking  about. 

Q,  ho  you  expect  to  deliver  to  market  45  billion  cubic  feet  of 

gas  inside  of  7  or  10  years  under  this  market  sharing  scheme  ? 
MR.  HARVIE:  Are  you  suggesting  that  the  B.  A.  have 

agroed  to  this  market  sharing  scheme  ? 

MR.  BLANCHARD:  No  I  would  like  to  find  out  whether  Mr. 

Donellan  has  any  other  suggestions  than  those  contained  in 
M-2.  Nothing  else  has  been  suggested  so  far  os  I  know. 

MR.  CHAMBERS:  Table  #8,  Exhibit  47,  part  of  Exhibit  47 

is  it  not. 

MR.  BLANCHARD:  It  is  M-2  Revised, 

MR.  CHAMBERS:  That  is  Exhibit  47. 

A  Now  I  know  that  gas  could  be  sold  to  the  market  and  that  our 
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pooplo  aro  working  on  22.89  billion  foot  and  in  view  of  tho 
hazards  I  road  in  to  Mr.  Steer  this  morning  of  tho  net  allow¬ 
ance  and  the  estimato  and  capacity  of  the  plant,  that  takes 
us  up  to  1954,  but  I  have  never  hoard  30  years  anywhere. 

MR.  BLANCHARD:  Now  in  your  submission  113  (b),  Page  8, 

you  allocated  the  cost  for  delivering  gas  through  your  high 
pressure  line,  that  is  part  of  the  cost  to  be  borne  by  the 


G.  &  0.  P.  ? 

Correct . 

/ 

And  you  base  your  cost  on  a  total  delivery  by  your  Company 
and  by  G.  &  0.  P.? 

Yes. 

Both  ? 


Correct . 

At  28,964,000,000  .cubic  foot  ? 

Yes. 

Now  is  that  the  limit  of  your  estimate  of  the  gas  that  will  be 
carried  through  that  high  pressure  line  ? 

As  far  as  I  am  aware,  yes. 

Eh  ? 

That  is  that  figure.  I  did  not  recognize  it  until  I  compared 
it  now.  That  is  the  figure  I  was  referring  to  as  22.89.  That 
is  the  estimate  of  the  gas  we  sold  to  market  during  the  10 
years  ending  1954. 

Oh  yes,  during  10  years.  I  am  not  speaking  of  10  years.  I 
am  speaking  of  the  life  of  the  field.  Now  my  suggestion  to 
you  is  that  during  the  life  of  this  field  there  will  hove 
been  delivered  to  market  by  you  tho  45,519,000,000  plus  from 
G.  &  O.P.  19,663,000,000  which  makes  a  total  of  about  65  billions 
cubic  feet  of  gas  ? 
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A  Y  0  s . 

o  Now  thon  when  you  fix  tho  cost  of  taking  gas  through  this 

high  pressure  lino  why  didnTt  you  fix  it  on  the  basis  of  all 
tho  gas  that  will  go  through  ? 

A  I  based  it  on  our  engineer's  estimate  of  what  was  going  through 
in  tho  10  years,  not  on  tho  estimate  of  what  somebody  else 
thought  vtfould  go  through  during  tho  life  of  tho  plant.  Our 
own  engineers  have  submitted  in  evidence  that  there  is  a  total 
reserve  of  51.85  billion. 

Q,  Which  you  can  very  easily  see  what  the  result  is  in  the  cost 
of  delivering  that  gas  over  a  short  period  of  timo  ? 

A  Oh  yes. 

Q,  It  makes  a  high  cost  for  the  next  10  years.  That  is  correct  ? 

A  That  is  correct. 

Q,  And  I  see  that  in  that  same  Exhibit  you  make  no  allowance  for 
delivery  of  any  gas  from  0.  &  0.  P.  after  1949  ? 

A  No . 

Q,  Is  that  correct.  Where  do  you  get  that  ? 

A  Engineers1  estimates.  They  estimated.it  was  only  able  to  carry 

that  0.  &  0.  P.  over  a  5  year  period. 

Q,  Well  I  find  in  Table  #8  again  that  gas  will  be  delivered  from 
the  0.  &  0.  P.  down  to  1966.  Do  you  disagree  with  that  ? 

A  That  is  a  submission  made  by  another  Company.  I  am  only  deal¬ 
ing  with  our  own  submission. 

'4  Are  you  making  a  submission  ? 

A  On  another  Company  ? 

Q,  On  the  market  sharing  position. 

A  I  believe  one  has  already  been  made. 

Q,  Well  as  to  the  length  of  time  over  which  gas  can  be  delivered, 
and  what  your  share  position  will  be  from  year  to  year.  How 
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much  you  will  deliver  to  market  from  year  to  year.  Well,  Mr. 
Donellan,  I  see  that  you  are  charging  equivalent  -  assume 
your  figures  on  Page  8  to  be  correct  and  assuming  that  no  gas 
will  be  delivered  from  G.  &  0.  P.  after  1949,  I  see  that  you 
are  charging  them  on  on  equal  basis  with  yours  ? 

A  Yes,  because  there  was  an  interim  arrangement  made  pending 

decision  by  this  Board,  an  interim  arrangement.  I  believe  it 
was  confirmed  by  an  order  that  we  would  pay  at  the  rate  of 
6/10  of  a  cent  or  a  minimum  payment  of  one  thousand  dollars 
per  month  but  that  does  not  get  away  from  the  fact  we  feel  in 
the  submission  that  we  are  entitled  to  submit  for  the  5  years 
rather  than  10  years.  The  reason  that  there  is  only  half, 
that  is  in  accordance  with  the  interim  arrangement  which  has 

t  • 

been  made  and  incidentally  that  arrangement  was  -  - 

Q,  Do  you  see  any  reason  why  G.  &  0.  P.  should  contribute  an 
equal  amount  to  you  for  the  cost  of  operating  that  line  ? 

A  It  is  a  pro  rata  share. 

Q,  Eh  ? 

A  It  is  a  pro  rata  shore  of  operating,  that  is  on  the  volume  of 

gas. 

Q,  They  only  use  half  of  the  line  ? 

A  It  is  taken  care  of  in  the  computation. 

Q,  How  is  it  taken  care  of  ? 

A  No,  it  is  just  on  a  volume  basis. 

q  Did  you  think  it  should  be  taken  care  of  when  you  thought  it 

had  ? 

A  I  know  at  one  time  it  was  discussed  as  to  whether  or  not  we 
should  make  an  adjustment. 

q  G.  &  0.  P.  use  less  than  half  your  line  and  you  want  to  charge 
them  exactly  tho  same  as  it  costs  the  Utility  for  the  whole 
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line.  That  is  your  present  proposition  ? 

A  That  is  the  submission  boiled  down. 

Q,  That  is  the  basis  of  your  submission  in  Page  #8,  in  Exhibit 

113  (b)  ? 

A  Yes. 

Q,  Can  that  charge  to  G.  &  0.  P.  be  worked  out  on  the  b’.sis.of 

whv  t  additional  cost  there  is  to  the  B.  A.  utilities  by  reason 
of  carrying  G.  &  0.  P.  gas  ? 

A  Can  we  work  out  a  statement  showing  -  that  is  the  cost  of 

operating  the  lines  so  much.  We  are  putting  through  20  billion 
through  the  line  and  G.  &  0.  P.  putting  6  billion  through  the 
line  and  we  are  dividing  the  cost  pro  rata.  That  is  the  sub¬ 
mission. 

Q,  And  you  are  charging  the  same  cost  per  thousand  cubic  feet  as 
you  charge  yourselves  and  they  use  less  than  half  the  line  and 
you  still  say  that  is  a  fair  division  of  the  cost  ? 

A  That  is  the  submission  that  is  made. 

Q,  That  is  your  submission. 

Q,  THE  CHAIRMAN:  The  question  was,  do  you  consider  it  fair 

not  what  the  submission  is.  We  know  about  the  submission* 

The  question  is,  do  you  consider  it  fair  ? 

A  It  is  a  difficult  question  to  answer  yes  or  no. 

Q,  MR.  BLANCHARD:  Well  it  is  a  simple  one.  If  the  other 

company  uses  less  than  half  of  your  line  it  should  not  have 
to  pay  the  cost  of  the  operation,  that  is  for  your  line  riders 
and  all  that  kind  of  thing. 

A  If  you  take  a  street  car  ride  you  have  to  pay  just  as  much 
whether  you  go  two  blocks  or  six  blocks. 

Q  It  takes  longer  ? 

A  Yes. 
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but 

Q,  And  it  costs  moro  in /line  riding -not  in  taking  a  street  car, 
that  is  not  a  happy  comparison  perhaps  ? 

A  No  • 

DR.  BOOMER:  I  do  not  follow  that.  Are  you  proposing 

a  pro  rata  charge  of  the  cost  ? 

MR.  BLANCHARD:  I  certainly  did  not  propose  that  the  0.  & 

0.  P.  ,  at  least  I  am  submitting  that  0.  &  0.  P.  should  not 
pay  the  same  cost  of  a  thousand  cubic  feat  for  gas  going  into 

I 

that  line  as  the  B.  A.  They  ore  being  charged  <)ust  as  much 
as  if  they  were  using  the  whole  line. 


(  Go  to  Page  3167  ) 
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Q,  Pardon? 

i 

A  I  take  it  that  you  feel  that  it  should  be  weighted  both  for 
volume  and  for  distance,  the  distance  gathered? 
k  And  Itbink  allowance  perhaps  should  be  made  if  you  had  to 

instal  larger  sized  pipes  in  order  to  take  care  of  the  G.O.P. 
needs,  but  it  does  not  seem  to  me  that  the  present  basis  is  an 
equitable  one  at  all.  I  suggest  you  migh1  care  to  submit 
some  kind  of  a  submission  showing  what  the  relative  cost  is. 

Now  then,  this  fuel  gas  scrubbing  item  in  your  Exhibit  113(C), 

*  • 

that  is  a  little  over  $1000.00  for  your  7  months. 

Now  what  is  the  fuel  gas  used  in,  used  for  the  compressors? 

A  That  fuel  gas  scrubbing? 

C  4-S? 

A  Yes,  it  is  used  in  operating  the  low  pressure  compressor  station 
end  the  high  pressure  compressor  station.  In  the  note 
attached  to  it  you  wiill  find  that  that  was  drawn  up  as  a  separate 
item  to  facilitate  reference.  If  you  want  to  et  the  actual 
cost  of  operating  the  compressor  stctions,  high  and  low,  that 
thousand  dollars . 

Q,  My  suggestion  is  that  H  should  be  allocated  to  these  several 
operations? 

A  As  an  accounting  procedure  it  will. 

Q,  And  then  we  will  know  where  that  particular  burden  should  falk 
when  we  know  w-^at  the  compression  costs  ere? 

i 

A  That  is  why  I  attached  the  note  that  that  would  be  split 
42  and  58. 

Q,  Now  you  have  got  a  charge  for  $85,000.00  for  administration, 
general  administration  during  construction. 

A  Eigvty-'ive  thousand? 
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A  Sixty-eight  thousand. 

Q,  I  bti  pardon? 

A  Sixty-eight  thousand. 

n 

Q,  Well  then,  there  ere  the  old  l^nes  too,  Mr  .Done  lien,  the  whole 
thing? 

A  Ob  yes. 

Q,  Is  $85,000.00? 

A  Yes,  $85,000.00. 

q  But  to  confine  it  just  to  the  new  lines, that  is,  did  you  say 

$68, 0 j0.00? 

A  $68,000.00  on  the  new  expenditure. 

Q.  Now  whet  does  that  general  administration  cover? 

A  That  covers  the  same  type  of  service  referred  to  for  the 

operations,  -the  Feed  Office  accounting,  audit,  legal,  purchasing 
priority. 

q  Does  it  cover  the  same  service  exactl'  as  your  fifteen  thousand 
dollar  per  annum  item? 

A  Not  exactly,  no. 

q  We  11 ,  what  else ? 

t 

A  The  $15 , 000 •  0  ^  per  annum.  The  only  change  to  operations  is, 
there  is  only  this  one  minor  difference  between  the  two,  that 
during  the  period  of  construction  Mr.  McCut chin’s  own  salary, 
his  decks  were  cleared  end  we  brought  somebody  else  to  look 
after  his  routine,  and  during  construction  the  whole  of  Mr. 
McCutchin's  salary  was  charged  to  operations  direct.  None 
of  it  was  in  the  administration.  But  once  operations  started 
none  of  Mr.  McCut chin’s  goes  directly,  end  he  is  included  in 
the  $15,000.00,  or  Mr.  McCutchin’s  successor,  but  it  is  this 
overhead  service  of  a  general  nature. 

Q.  Overhead  service  of  a  general  nature? 
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A  Yes. 

Q,  Ind  it  is  this  overhead  service  performed  by  the  British 

.American  Oil  Company  Limited? 

A  Yes . 

Q,  The  British-Ameri cen  Oil  CompanyLimited? 

A  Yes. 

Q,  /nd  not  the  Utility? 

A  Correct. 

Q,  So  that  in  the  period  of  some  6  months,  lam  referring  only 
now  to  the  new  construction? 

A  Yes . 

P,  In  the  period  of  some  six  months  you  are  charging  this  company 
with  some  ^68,000.00  for  this  service  rendered  by  the  head 
office? 

A  Correct. 

Q.  In  addition  to  that  you  have  charged  all  the  salaries  and 
expenses  of  Mr.  McCutchin? 

A  That  is  a  direct  charge,  yes. 

Q.  /.nd  Mr.  Taylor? 

A  Yes. 

Q,  Pardon? 

A  Ye  s . 

Q,  Ynd  Mr.  Cull? 

A  Yes. 

Q,  Mr.  Sherry? 

A  Yes. 

Q,  Ynd  those  are  already  charged  against  this  Company  as  part  of 
the  capital  construction  costs,  ell  their  wages  and  expenses? 
A  Ye  s . 

Q,  /.nd  in  addition  to  all  this  you  ere  charging  this  head  office 
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expense  of  $68, 000.00? 

Yes . 

Q, 

For  6  months? 

Yes . 

That  is  $126,800*00  a  year?  . 

L 

Yes. 

q 

Pardon? 

/, 

Yes . 

MR.  P7RVT5:  No,  it  isn’t.  It  is  at  the  rate  of* 

MR.BUNCRrRD:  It  the  rate  of? 

MR.F/RVIE:  Yes. 

Q 

Ml.  BL/NCH.  RD:  Which  would  be  the  salary  of  12  men. 

>  y‘ 

Q. 

No,  not  12  men. 

12  men,  $10,000*00  a  year  Just  to  supervise? 

1 

Q. 

ii 

No,  the  work  on  this  operation  started  18  months  ago,  approx¬ 
imately  a  little  longer  than  that,  and  the  supervision  and  the 

policy  matters  and  the  use  of  the  executive  was  a  considerably 

longer  period  than  the  six  months. 

You  are  spreading  it  over  18  months  then? 

I  am  spreading  it  over  the  initiation  of  the  project. 

Q. 

/,nd  that  was  when? 

L 

I  do  not  know.  It  was  the  natural  process  of  development. 

% 

It  was  discussed,  presumably,  first  of  all  about  18  months 

ago,  but  this  administration  charge  is  &  charge  in  line  with 

our  own  policy.  I  have  got  e  precedent  for  it.  I  have  had 

two  oases  of  Government  construction  where  I  made  an  over-all 

addition  of  10/y  end  their  auditors  took  the  seme  reaction 

when  they  saw  it  thet  you  did,  and  thj0  were  both  accepted  by 

the  Government  department. 

Q 

Now  on  this  -§15,000*00  a  year  which  is  for  exactlythe  same 
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type  of  service,  you  ere  including  -  you  ere  not  cberging  then 
against  the  Utility 'Mr.  McGutchin’s  salary? 

L  No . 

Q,  That  will  be  taken  cere  of  in  the  fifteen  thousand? 

L  Yes,  that  is  pert  of  it.  The  difference  being  this,  that 

during  the  operations  I  cm  epply  e  yardstick  end  I  cen 
measure  it,  but  during  the  period  of  construction  when  there 
ere  far  more  conferences  thet  would  be  enteiled  during  an 
intricate  matter  of  this  kind,  it  cannot  be  measured. 

Q,  DR.  BOOMER:  Mr. Done  lien,  I  went  to  follow  thet 

ud  for  e  moment.  On  your  high  pressure  lines  on  Exhibit  102(D)? 
A  Ye  s . 

Q.  You  show  10 fo  or  *  21, 000.00,  administration.  Now  there  ere  two 
things  thet  impress  me  there,  end  I  would  like  to  have  your 
opinion  on  them.  First,  the  H.  L.  Gentry  Company  took  the 
responsibility  more  or  less  of  building  that  line? 

A  Yes. 

Q,  Second,  if  the  Gentry  Company  had  not  done  it,  and  you.  heddone 
it  yourselves,  the  cost  would  have  been  very  much  less.  If 
the  cost  had  been  very  much  less  you  would  have  got  less  than 
the  |21,000.00,  but  presumably  your  administration  would  have 
been  greater  if  it  had  been  your  responsibility  to  build  that 
line  and  not  Gentry. 

A  No,  I  would  not  agree  with  that.  I  think  there  would  be  more 
administration  and  policy  matters.  First  of  all,  whether  we 
should  engage  Gentry.  I  think  ther.  would  be  -  I  will  agree 
with  your  submission  if  we  spent  less  there  would  be  less 
10/o  but  I  feel  that  the  Gentry  contract  would  include  consider¬ 
ably  more  head  office  policy , dire ction  and  executive  attention 
together  with  legal.  There  would  be  the  importation  of  their 
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A 

Q, 

A 

Q. 

A 

Q. 

Q. 


equipment  without  duty.  All  of  it  is  included  in  the  head 
office  overhead  charge.  We  had  to  make  special  arrangements 
with  Ottawa  to  import  their  material.  That  is  one  example 
that  the  Utility  got  the  benefit  of.  It  got  the  benefit  of  our 
Traffic  Depart  dent .  We  had  to  arrange  for  the  importation  of 
the  material  on  a  konthly  basis,  and  instead  of  paying  duty 
on  the  imported  equipment,  and  making  arrangements  for  the 
exporting,  we  got  the  monthly  allowance  on  it.  Similarly, 
you  will  notice  less  rebate  by  using  the  service  of  the  head 
office  Trgffic  Department.  We  took  advantage  of  Government 
regulations  and  imported  pipe  and  other  stuff.  As  a  direct 
result  of  the  head  office  operations,  we  saved  the  Utility 

t  • 

; 

Corporation  572,000.00.  I  submit  that  if  we  were  to  have  a 
traffic  men  here,  and  if  we  could  have  got  a  good  traffic  man, 
he  would  not  have  been  sufficiently  experienced  end  he  would 
have  possibly  missed  it,  and  I  would  not  have  possibly  caught 
it  as  an  accountant,  end  our  engineers  might,  but  'ey  using 
the  experience  and  having  the  use  of  an  experienced  traffic 
department,  we  saved  5?2, 000.00. 

Mr. Donellan,  you  can  always  get  duty  rebates  cn  the  equipment 
brought  in, for  oil  equipment,  that  is  quite  common  in  Calgary? 
Yes . 

And  I  think  the  traffic  men  attached  to  your  Production  Depart¬ 
ment  here  could  have  handled  it? 

That  is  the  point,  we  have  not  got  one  here. 

I  say,  if  you  had  one,  he  would  not  have  cost  5r/2,000.00,  or 

would  not  have  cost  $2 1,000.00? 

a 

You  cannot  get  one  for/short  time  construction  job. 

All  right. 

MR.  BLANCHARD: 


Now,  that  overhead  of  10 /o  covers 
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general  supervisions!  and  administrative  expense? 

A  Yes . 

Q,  And  it  includes  such  items  as  engineering  design? 

A  Yes . 

Q,  General  inspection  and  supervision  of  work? 

A  No.  Not  of  field  work. 

Q,  Pardon? 

A  Not  of  field  work. 

Q.  It  does  not  include  that? 

A  No. 

Q,  I  am  reading  from  Mr.  Teis’  definition,  "And  that  portion  of 
the  general  office  expense  and  executives'  salaries  ohargeeble 
to  the  project"? 

A  Yes . 

Q,  But  you  say  it  does  not  include  what? 

A  Field  work.  The  general  examination. 

Q,  It  does  not  include  field  work? 

A  No,  not  field  work. 

r 

Q,  I  see.  Now  then,  I  thin  Mr.  Hamilton  askedyouto  have  oertain 
vouchers  here? 

A  Yes. 

Q,  And  have  you  got  vouchers  97,  424,  428  and  728? 

A  What  are  those  numbers,  Mr.  Hamilton? 

THE  CHAIRMAN:  You  are  starting  a  new  subject,*  Mr. 

Blanchard? 

MR. BLANCHARD:  I  am  carrying  on,  but  it  will  take  me 

a  little  while. 

THE  CHAIRMAN:  I  think  if'  you  are  carrying  on  to  a 

new  subject  perhaps  we  will  adjourn. 

IP,  BLANCHARD:  Yes>  and  perhaps  Mr. Donellan  can  look 
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the  vouchers  up  for  me. 

THE  ClMIRIvi.N:  TVe  will  edjourn  for  e  short 

time . 

(It  this  juncture  e  short  adjournment  was  taken). 


(Go  to  Page  3175  ). 
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A  I  ha  ve  that  analysis  of  general  expense,  Mr.  Blanchard,  if 
you  would  like  me  to  give  it  to  you. 
q  Yes. 

A  General  expense,  $1,408  charged  in  the  7  months’  statement 
includes  telephone  and  telegraph,  $660;.-  superintendent’s 
expense,  $520, 
q  Who  is  that? 

A  That  is  the  superintendent  of  the  plant.  Mr.  Taylor  or 

Mr.  Coutts  and  Mr.  Norris,  we  have  had  three  superintendents. 

Mr.  Norris  was  the  man  we  brought  in  to  iron  out  the  difficulties 
in  the  initial  operation, 
q  What  were  his  duties? 

A  His  duties  were  superintendent  of  the  plant  and  just  to  iron 

out,  get  the  compressor  working  properly  and  just  put  in  ...  * 
MR.  HARVIE:  The  absorption  plant. 

A  This  is  charged  to  operating  expenses.  I  am  giving  Mr.  Blan¬ 
chard  an  analysis  of  the  general  expenses  for  the  7  months’ 
pe  rl  od  . 

q  MR.  BLANCHARD:  He  was  employed  on  salary  and  his 

expenses  paid  in  connect  ion  with  putting  in  the  compressors, 
did  you  say? 

A  No,  his  salary  and  expenses  were  paid  as  an  absorption  plant 

operation  but  he  was  a  specialist  and  we  used  him  in  connection 
with  the  compressor  equipment  and  those  are  his  expenses 
incidental  to  that  work.  Something  would  seize  up  and  they 
would  want  a  special  valve  and  they'  would  run  into  Calgary, 

Sundry  items,  $228.  That  makes  up  the  $1,408  in  the  state¬ 
ment  . 

q  Now  I  asked  you  to  give  me  some  vouchers. 

A  Yes  I  ha v e  them  h er e , 

q  Voucher  428. 
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A  Voucher  428  is  an  invoice  from  the  H.  L.  Gentry  Engineering 
Company,  co  vering  rest  ringing  of  pipe  in  plsce  of  pipe  which 
was  previously  strung  and  disqualified  as  bad  pipe ,  $111 . 99 . 

Q,  Now  who  was  responsible  for  putting  in  the  bad  pipe? 

A  I  do  not  know  that  I  can  say  who  was  responsible.'  The  pipe 

was  served  and  installed  and  it  was  tested  and  this  particular 
840  feet  was  found  defective  and  had  to  be  replaced. 

0,  That  was  part  of  engineering,  was  it? 

A  Part  of  the  hazard  of  building  a  plant.  I  mean  before  the 
ditch  was  back-filled  a  test  has  to  be  made  and  the  test 
showed  that  840  feet  was  defective  and  it  had  to  be  taken  out. 

Q,  That  was  part  of  engineering,  was  it? 

A  Well  I  would  say  it  was  part  of  the  full  operation  of  con¬ 
structing  the  line, 

Q  Due  to  bad  inspection,  poor  inspection  of  the  pipe  was  it? 

A  possibly.  The  pipe  should  have  been,  if  everything  had  gone 
normally,  there  would  not  have  been  840  feet  to  take  out. 

Q,  And  we  pay  10  per  cent  on  that  operation? 

A  Yes. 

Q,  Voucher  424. 

THE  CHAIRMAN:  Does  your  capital  cost  include  the 

cost  of  taking  up  the  defective  pipe  and  laying  the  new  pipe? 

A  It  includes  this  additional  charge  of  $111*99,  yes. 

Q  MR.  BLANCHARD:  The  capital  cost  includes  putting 

the  pipe  in  twice? 

A  Yes. 

^  plus  your  10  per  cent  on  each  operation? 

A  On  both,  yes. 

Q.  All  right.  And  then  Voucher  424,  what  is  that? 

A  Voucher  424  is  an  invoice  from  J.  A.  Joncas  ,  dismantling  two 

towers  at  Coutts  and  two  buildings,  transporting  and  trucking 
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tower  to  your  property  at  Longview,  also  including  welding 
and  other  work  outlined  in  my  quotations,  $3,145.  in  addition 
to  which  there  is  extra  trip  and  time  of  men,  trucking  and 
equipment  in  raising  the  5  by. 30  tower  which  was  rejected 
at  the  beginning  by  the  boiler  inspector  extra  on  the  above 
price  $120,  total  $3,265. 

There  you  moved  some  old  stuff  from  Coutts? 

Yes. 

And  when  it  got  up  here  what  was  rejected? 

The  boiler  inspector  condemned  it  and  there  was  an  extra  trip 
because  it  was  rejected  by  the  boiler  inspector. 

And  ell  of  these  charges  are  included  in  your  capital  costs? 

Oh  ye  s. 

plus  10  per  cent? 

Yes . 

X 

THE  CHAIRMAN:  Was  it  the  boiler  or  was  it  the 

tcwer  that  was  rejected? 

It  was  the  tower.  I  am  sorry, I  did  not  say  boiler. 

I  know  you  did  not  say  boiler  but  I  wanted  to  know. 

It  was  the  tower  that  we  moved  from  coutts. 

MR.  BLANCHARD:  That  w as  due  to  faulty  supervision 

somewhere,  I  take  it? 

No,  it  was  due  to,  you  con  never  tell  what  an  inspector  is 
going  to  do  and  one  engineer  might  feel  that  a  tower  is 
adequate  for  certain  purposes  and  the  boiler  inspector  has 
authority  to  overrule  him  and  say  in  his  opinion  it  was  not. 

I  would  not  say  it  was  necessarily  inefficient. 

DR.  BOOMER:  Was  it  passed  by  the  boiler 

inspector  at  Coutts? 

I  do  not  know  the  routine. 

MR.  BLANCHARD: 


Toucher  97. 
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• 

A 

• 

Voucher  97  is  a  summary  of  4  invoices  which  were  sent  to 

Toronto  for  payment,  the  first  of  which  is  Jerry  B.  Foesier. 

0 

K/ 

I  am  only  concerned,  I  think,  with  the  compressor  base 

4 

North  of  the  Anglo-Canadian  yard  which  was  too  close  and  had 

to  be  moved. 

A 

Oh  yes.  The  low  compressor  base  No.  1  North  of  the  Anglo- 

Canadian  yard  abandoned  by  your  company,  excavating  and 

refilling,  $110.  Labor  on  forms,  $55.  Total,  $165*  That 

was  a  bill  paid  to  the  Hi  slop  construction  Company. 


Q 

Yes,  and  why  did  that  have  to  be . First  of  all,  you 

charged  for  putting  it  in  there. 

A 

That  is  right. 

Q 

And  that  is  in  the  capital  costs? 

*  A 

That  is  right. 

0 

And  you  had  to  pay  for  taking  it  out  again? 

A 

Yes. 

Q 

And  replacing  it? 

A 

Yes. 

0 

•j 

All  because  it  was  put  in  the  wrong  place  by  your  engineers 

in  the  first  instance. 

MR.  HA.RVIE:  No. 

A  I  am  not  prepared  to  say  that. 

Q  MR.  BLANCHARD:  Well,  why  was  it  necessary? 


•  * 

Q 

.  Wall  I  do  not  know,  I  cannot  say.  But  one  question  I  know 

is  a  change  in  the  spe cif icat  ions  and  there  might  be  several 

reasons  as  to  why  it  had  to  be  abandoned. 

It  was  put  too  close  to  the  Anglo  battery. 

A 

Too  close  to  the  Anglo-Csna  die  n  yard ,  according  to  this,  and 

it  was  moved  • 

Q 

And  we  are  charged  for  all  the  operations? 

A 

Y©s. 
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9 

A 

Plus  10  per  cent. 

Yes . 

0 

4 

A 

Now  then,  there  is  Voucher  7 £8. 

V  * 

Voucher  728.  Oh  yes,  this  is  an  invoice  from  the  Hislop 

Construction  Company,  dealing  with  the  spray  pond,  it  itemizes 

each  item,  tractor  levelling,  etc.  and  tractor  work;,  total 

amount  of  refilling  spray  pond,  $330. 

0 

Has  that  ever  been  used? 

A 

No*  That,  as  I  recall,  having  made  enquiries  on  that  one, 

the  spray  pond  was  part  of  the  original  plan  and  then  it 

was  finally  decided,  work  was  started  on  it  and  then  the 

plans  were  changed  and  the  spray  pond  was  abandoned.  So  this 

9 

$330.  was  the  charge  in  connection  with  the  levelling  of  the 

spray  pond  . 

It  was  just  a  mistake  in  engineering  design,  wasnft  it? 

A 

No,  I  do  not  think  you  are  justified  in  saying  they  were 

mistakes.  They  were  as  a  result  of  changes  of  engineering 

plans.  Originally  the  spray  pond  was  thought  to  be  necessary 

and  I  do  not  know  why  they  changed  it.  Eventually  it  was  not 

found  to  be  necessary. 

0 

w» 

It  is  included  in  your  capital  cost,  plus  10  per  cent? 

A 

Yes. 

«  * 

It  was  not  taken  off? 

A 

No. 

Q 

Now  then,  I  understand  that  a  costly  operation  had  to  be 

undertaken  in  putting  in  of  heaters  during  the  winter  months. 

A 

Yes . 

9 

Why  was  that  necessary?  I  mean,  why  should  it  not  have  been 

put  in  when  the  pipe  was  being  installed  in  the  first  place? 

A 

I  am  not  sufficient  of  an  engineer  to  answer  that.  I  do  know 

after  the  test  period  £nd  the  plant  was  put  into  operation, 
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Q 
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heaters  were  found  to  be  necessary. 

Well  is  it  not  e  fact  that  it  was  due  to  failure  to  appreciate 
the  fact  that  heaters  would  be  needed  on  the  line  which  re¬ 
sulted  in  their  not  being  put  in  when  the  lines  were  put  in? 

I  do  not  know . 

They  had' then  to  be  put  in  during  the  winter  at  a  great  deal 
of  expense? 

It  would  be  equally  fair  to  assume  that  the  engineer  thought 
he  could  save  the  cost  of  those  heaters  bu  t  pr-ctice  and 
experience  proved  that  he  was  wrong.  I  do  not  say  they  are 
necessarily  mistakes. 

What  I  want  to  point  out  is  that  is  another  matter  of 
engi neering. 

Oh  yes. 

All  included  in  your  10  per  cent  which  you  are  charging? 

YQS. 

For  good  engineering  advice? 

There  has  never,  in  all  the  construction  accounts  that  I  have 
had  and  in  my  experience  with  the  British  American  Oil  Company 
we  have  spent,  under  my  supervision,  I  have  capital  expenditures 
of  some  several  millions  of  dollars  and  there  are  always 
these  hazards  in  any  construction  project. 

Now  you  got  the  services  of  inspection  by  Mr.  Rogers  free 
during  your  construction. 

Mr.  Rogers  was  the  Board  engineer. 

Yes. 

Yes. 

And  that  cost  you  nothing. 

I  do  not  think  there  was  any  charge  made  for  that. 

That  would  be  something  coming  into  your  10  pjr  cent  though 
if  Mr.  Rogers  was  not  there. 
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A 

Well  Mr.  Rogers  wes  looking  after  the  interests  of  the  Board. 

We  might  equally  argue  why  did  not  Mr.  Rogers  accept  responsi¬ 
bility  for  the  spray  pond  and  the  defective  pipe. 

%  q 

DR.  BOOMER:  Mr.  Rogers  was  there  as  an  inspector 

to  see  that  the  items  listed  in  the  Board’s  Orders  were  put 

in.  Mr.  Rogers  had  no  authority  and  could  not  take  any 

authority  to  manage  your  construction  operations. 

A 

No. 

q 

THE  CHAIRMAN:  It  was  he  who  condemned  the  pipe 

that  you  spoke  of  a  few  moments  ago. 

A 

I  did  not  know  that. 

q 

MR.  BLANCHARD:  You  paid  $  1,800  to  have  this  second¬ 

hand  pipe  inspected  that  you  purchased. 

• 

*  A 

pai  d  how  much? 

0, 

$1,800. 

A 

I  believe  we  did.  That  is  not  in  one  of  these  vouchers  is  it? 

Q 

It  is  a  combination  of  several  vouchers. 

A 

I  accept  that  figure. 

q 

That  was  some  inspector  in  the  East  was  it,  or  in  the  States? 

A 

Offhand,  it  was  the  inspector  at  the  point  of  shipment. 

q 

And  that  is  charged  and  then  you  charge  another  10  per  cent. 

A 

Oh  yes. 

q 

•  i 

On  that  inspection. 

Yes. 

0 

A 

THE  CHAIRMAN:  Was  that  your  inspector?  Was  he 

acting  for  you? 

He  was  acting  for  us.  We  had  difficulty  getting  pipe  and 

this  inspector  wes  appointed  to  see  that  the  pipe  was  satis¬ 
factory. 

q 

MR.  BLANCHARD:  And  then  you  hsd  Mr.  Sherry  brought 

here  from  the  United  States  to  supervise  the  construction  by 
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A 


Q 


A 

Q, 

A 


A 

Q 


A 


A 


Q 

A 

Q 

A 
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tha  Gentry  people? 

Not  only  the  work  of  the  Gentry  but  supervise  and  be  the 
Field  Engineer  of  the  whole  project.  He  had  much  wider 
responsibilities  than  the  Gentry  company. 

And  Mr.  Sherry’s  wa£es  and  expenses  and  the  difference 
between  Canadian  and  American  income  tax  all  paid  end  charged 
to  this? 

Yes. 

And  top  of  that  you  charged  10  per  cent? 

Yes,  we  charged  10  per  cent  on  every  item  thst  went  into 
cap>it  al . 

You  do  not  consider  Sherry’s  services  were  any  part  of  the 
general  overhead  on  which  you  are  charging  ten  per  cent? 

No. 

Voucher  782,  what  is  that?  That  is  the  His  lop  contract.  Is 
the  spray  pond? 

is  782  on  your  list,  Mr.  Hamilton?  I  do  not  seem  to  have  it, 
MR.  HAMILTON:  Yes,  it  is  the  Hi  slop  contract. 

I  beg  pardon,  I  have  got  it.  Voucher  782  is  an  invoice  from 
the  Hislop  Construction  Company,  covering  5  itemized  services. 
An  invoice  re  boiler  house  building  and  installing  drip  boxes, 
boxing  in  steam  lines,  constructing  buildings  around  tower, 
work  at  the  river  pumping  station,  $1,002.80;  contractors’ 
remuneration,  20  per  cent,  $200.56;  transporting  workmen  to 
and  from  locations,  $264,  totalling  $1,467.36. 

MR.  BLANCHARD:  Who  would  supervise  the  work  done 

on  that? 

Who  would  supervise  the  operation  here? 

Yes. 

It  would  be  Mr.  Sherry. 

Mr.  Sherry? 
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A  Sherry  would  be  the  party  responsible  for  seeing  that  this 
work  was  done,  yes. 

s' 

Q  Then  there  is  Voueher  601, 

A.  Equipment  supplied  by  Coutts  Refinery  (1)  Eubbs  fractionating 
tower,  $100;  one  main  toiler  house  38  by  60  by  12,  $200; 
Butler  building  20  by  40  by  20,  $200  and  re-run  tower,  $100; 
total,  $600. 

Q  That  was  an  old  plant  et  Coutts  that  was  out  of  operation? 

A  Mr.  McCutchin  was  having  difficulty  getting  supplies.  He 

\ 

went  to  Coutts  and  asked  to  have  this  equipment  moved.  The 
fractionating  tower  and  the  r.-run  tower  he  put  in  at  scrap 
value  and  the  boiler  house  anl  the  Butler  building  at  a 
nominal  value  of  ^200  eadh. 

Q  Are  these  in  operation  now,  are  you  using  them? 

A  I  would  hate  to  say  definitely  that  I  know.  I  understand 

that  they  ere  but  I  do  not  know  that  they  are. 

Q,  Do  you  know  what  the  comparison  would  be  between  the  cost  of 
obtaining  new  materials  in  place  of  dismantling  that  plant 
down  at  Coutts  and  bringing  it  up  here? 

A  No ,  I  do  not.  But  there  is  this,  I  understand  that  the 
fractionating  tcwer  and  the  re-run  tower  are  items  worth 
in  the  hundreds  if  not  thousands  of  dollars.  And  this  is 
scrap  value,  or  practically  scrap  value. 

Q  Well  now,  you  have  got  two  vouchers,  592  end  252,  that  is 
for  crop  damage. 

A  592.  settlement  in  respect  of  crop  damage,  fence  damage 
end  easements  in  conne  cti  on  wi  th  gas  utilities,  $508. 

Voucher  252  is  a  voucher  for  T.A.  Foley,  Reel  Estate, 
"adjustment  of  crops  and  garden  damage  destroyed  by 
machinery,  digging  and  filling  trench,  right-of-way  for 
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boilers  owned  by  B. A.  Oil  Company,  also  making  settlement 
with  owners  of  land  for  right-of-way  to  pass  through,  agree¬ 
ment  to  take  care  and  seed  grass  and  destroy  noxious  weeds 
which  grow  on  said  right-of-way.  Also  making  settlement  of 
fences  and  crop  destroyed  by  cattle  getting  into  the  crop 
when  fences  were  down,  $125. 

Q,  And  we  ere  to  pay  10  per  cent  on  that? 

A  Y©s,  10  per  cent  on  each  of  those. 

Q,  Voucher  204* 

A  Voucher  204,  is'thrt  for  v283.63? 

Q,  That  is  the  Price-Waterhou.se  voucher  for  advising  on  income 
tax? 

A  Voucher  20  4  is  an  invoice  from  Pri  ce-Wat  erhou  se  Company"  re 
charges  for  services  rendered,  advising  your  Mr.  Mccutchin 
and  Mr.  Gentry  relative  to  the  income  tax  difference  of  a 
United  States  Contracting  Company  carrying  out  a  contract  in 
Canada;  interviewing  Inspector  of  Income  Tax  and  writing  you 
fully  thereon.  Fee,  $50." 

Q  It  is  a  small  amount  but  I  thought  that  was  one  of  the 

services  your  Head  Office  provided,  advice  of  that  kind. 

A  Well  this  was  a  local  charge  incurred  by  Mr.  McCutchin  and 
ell  local  and  direct  charges  are  charges  to  the  operation. 


(  Go  to  page  3185  ) 
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Q,  Now  I  went  to  go  on  to  this  matter  of  interest  during 

construction  end  then  I  will  be  through.  "^our  interest 
during  construction  emounts  to  4 fo9  does  it  not? 

L  Interest  during  construction? 

Q.  It  is  twenty-eight  thousand,  it  is  Exhibit  102  (is),  page  C, 
interest  during  corstruction  amounts  to  $28,836.00,  which 
is  4fo  of  $728,000.00,  in  other  words  half,  for  6  months, 
that  is  the  rate  on  half  the  amount? 

A  I  would  ar6ue  there  that  that  interest  during  construction 
is  on  the  rate  for  the  approximate  time  that  the  money 
was  involved,  the  over-all  average. 

Q,  Yes,  and  it  comes  to  4J&  of  that  amount  as  a  matter  of  fact? 

A  Yes  • 

Q.  Of  tve  total  construction? 

A  Right . 

Q,  Now  then,  have  you  charged  interest  during  construction  for 
construction  done  during  1945? 

A  Not  yet,  no. 

Q,  I  think  it  is  in  your  submission? 

A  $728,000.00,  the  interest  during  construction,  my  recollection 

is,  and  ~  may  have  to  be  corrected'  on  it,  is  that  during 
construction  interest  is  only  charged  up  to  December  31st, 

1944. 

Q.  Well  my  impression  was  that  it  was  charged  to  March  31st, 

1945,  and  you  admit  you  should  not  charge  interest  during 
construction  on  any  construction  in  194c,  am  I  correct  in 
that* 

A  Yes,  the  intention  was  to  put  it  on  the  six  months  ending 
31st  December,  1944. 

Q,  Exactly;  can  you  furnish  a  statement  of  your  oapital  costs 
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i  A 

Q. 

A 


Q. 

A 
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Q, 

A 

*  Q 

Q. 

A 

0, 

A 

Q, 

A 

A 

Q 

A 

Q, 

A 


up  to  the  31st  of  December,  at  that  time,  the  31st  of  December 
1944,  can  you  furnish  that? 

Well  I  can  but  I  cannot  get  it  now*  • 

Recause  that  is  the  amount  which  should  be  taken? 

Yes.  Well,  soma  computation  of  interest  during  construction, 
we  have  it  on  page  22  of  Exhibit  102(A),  that  shows  the  details 
of  the,  this  capital  construction  of  $664,584.90. 

Which  is  that? 

On  page  22  of  Exhibit  102  (A-l),  no,  Exhibit  102(A),  submission 
1  to  Volume  2. 

f 

That  is  the  capital  disbursements? 

The  capital  disbursements,  the  first  column. 

July  1st,  1944  to  February  loth,  1945? 

^es ,  that  is  the  out  of  pocket,  the  actual  disbursements  up 
to  December  31st,  1944. 

Well  then,  you  have  next  "February  16th,  1945,  to  March  31st, 
1945? 

Yes. 

$64 , 068*95 
W64 ,068.95 

Now  theh ,  has  that  construction  been  in  1945? 

That  was  not  done  in  1945,  paid  for  in  1945. 

Was  it  done  in  1945? 

Some  of  it  was  done  in  1944  and  the  invoices  were  not  received 
until  1945* 

Then  do  you  tell  me  that  the  whole  $728,653.85  covers  construc¬ 
tion  done  prior  to  the  1st  of  January,  1945? 

No. 

Is  that  definite? 

No. 
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Q,  Then  what  is  it? 

A  The  construction  paid  for.  That  second  column,  there  is  always 
work  in  process;  ell  of  the  expenditures  incurred  under  the 
first  column,  5664,584.90,  was  completed  and  paid  for  in  1944 

f 

and  many,  the  work  represented  by  the  second  column  of  $64,068.95 
represents  work  which  was  done,  some  of  it  wzs  done  in  1944 

i  . 

and  some  of  it  was  done  in  1945,  but  it  was  all  aotually  paid 
for  in  1945. 

Q,  Well,  all  right.  Are  you  asking  for  interest  on  the  $64, 063*95 
in  your  Column  2  on  page  22? 

A  I  have  a  schedule  showing  the  details  of  interest  during  construc¬ 
tion,  if  I  can  find  it. 

Q,  Well  if  you  cannot  tell  me  now,  do  not  let  us  take  up  any  time, 
but  you  do  admit, you  do  agree  with  me  that  no  interest  during 
construction  should  be  cverged  for  any  construction  done  after 
the  21st  of  December,  1944,  you  agree  with  me  there,  because 
it  was  included  in  the  rate  of  return? 

A  In  the  rate  of  return.  We  are  not  entitled  to  two  lots  of 
interest . 

Q,  You  do  not  want  it  twice? 

A  No,  we  do  not  went  it  twice. 

•  * 

Q,  All  right.  I  would  like  you  to  make  certain  that  no  construe- 

tion  done  in  1945  is  included  in  the  sum  on  which  you  ere 

charging  interest? 

A  I  will  verify  that. 

Q.  TFB  CHAIRMAN:  It  would  be  a  case  of  breaking  down 

your  |64,068.95? 

I  Yes,  tbrt  is  it.  In  feet,  I  hrvo  flroefiy  given  instructions 
for  that. 

Q,  M  .  BLA  NCFA  RD : 


Now  then,  we  have  used  Mr.  Fill's 


■IT 


f 


D:IO 


^  f  -I- 

;  1  v 


-  .1: 


Dii'.;  t- 


[  f  3 


t 


j. 


K.r 


•  i  • 


O  v , 


t. 


‘  -V'' 


•  / 


4- 
•  J 


•  ■  *■  *> 


*•/  • 


; 


0-2-4 


Robert  Donel-le.n 
Gross-Exam.  by  Mr.  Blanchard. 

-  2188  - 

submission  as  r  comparison,  in  one  or  two  instances,  rnd  I  am 
going  to  refer  to  his  item  for  general  overhead  oosts  for 

which  he  added  9 c/o  to  the  investment,  9 $  of  the  capital  costs, 

« 

and  on  page  12  of  Exhibit  59,  that  is  Madison’s  submission 
M-6,  &»r .  Hill  says  this: 

"These  general  overhead  costs  include:  .Administration 
during  construction,  legal  expenses  during  construction, 
engineering  end  supervision  during  construction,  interest 
during  construction,  insurance  and  taxes  during  construc¬ 
tion,  damages  in  excess  of  insurance  during  construction,” 
and  for  all  of  those  items,  including  interest  during  con¬ 
struction,  he  has  made  a  charge  of  9 $? 

A  Yes. 

Q,  Now  in  your  overhead  of  10$,  obviously  you  omitted  interest 
during  construction? 
jA  Q.uite. 

Q,  Which  Mr.  Fill  put  at  2 $  and  you  put  it  at  4$? 

A  Yes . 

Q  You  omit  supervision  during  construction,  you  charge  that  as 
a  charge  against,  in  your  costs? 

A  Yes . 

Q,  So  that  is  not  covered  by  your  10Jo? 

A  No. 

Q,  Damages  in  excess  of  insurance  during  construction,  you  do 
not  include  that  in  your  10$  overhead? 

A  No . 

Q,  Because  you  paid  those  directly? 

A  We  paid  those  damages  directly. 

Q,  Ynd  10$  on  top  of  that? 

A  Yes . 
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Q,  Legal  expenses  during  construction  you  do  irclude  in  your 
lQ;b,  do  you? 

A  Yes . 

MY.  MCDONALD:  Not  in  Mr.Teis’  submission. 

A  The  legal  expenses? 

Q.  Yes? 

A  Well,  the  head  office  legal  department  is  pert  of  my  adminis¬ 

tration. 

Q,  MR  .BLANCHARD:  And  in  tie  case  of  Madison,  its 

parent  company  makes  no  charge  for  the  general  assistance 
which  may  come  from  head  office,  that  is  true? 

A  That  is  what  I  understand. 

MR.  BLANCHARD:  All  right. 

MIR,.  FENSRTY:  May  I  ask  a  question  or  two  arising 

out  of  what  Mr.  Blanchard  has  asked? 

THE  CHAIRMAN:  les. 


CROSS-EXAMINATION  BY  MR.  FENERTY 

Q,  Mr.Donellan,  I  was  interested  in  your  discussions  with  Mr. 
Blanchard  about,  -  when  you  touched  lightly  on  the  contract 
between  the  producer  and  the.  British  American  Oil  Company 
having  to  do  with  the-  processing  of  gas  from  the  wells,  and  I 
understand  on  the  general  basis,  the  general  basis  of  those 
contracts  was  that  the  producer  received  20 jo  of  the  proceeds 
of  the  production  obtained? 

A  20jo  of  the  value  of  the  gasoline  content. 

Q,  Yes? 

A  Yes. 

Q,  Leaving  80  jo  to  the  British  American  Company? 
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A  ^es  • 

Q,  And  the  British  American  Company  did  all  the  gathering? 

A  Yes. 

Q  So  that  the  effect  of  the  contract  between  the  producer  and 

the  British  American  Company  is  that  80$  of  the  gasoline 
content  pays  the  entire  oost  of  gathering  and  delivering  to 
the  absorption  plant. 

A  That  is  the  cost  which  the  British  American  Company  pais  for 
the,  -  that  is  the  cost  that  the  British  American  Company 
pays  for  the  absorption  plant. 

Q,  YeS}  and  t^e  reason  the  80$,  that,  the  British  American  got 

80 $  of  the  value  of  the  gasoline  content  is  because  it  had  to 
pay  the  entire  cost  of  gathering  and  transmitting  to  the  plant, 
that  is  right  is  it  not? 

A  Well  it  was  part  of  the  contract  arrangement. 

Q,  Yes? 

A  Under  which  we  did  the  collecting  of  the  gas. 

Q,  And  that  involved  the  gathering  and  transmitting  of  IOO70  of 
the  gas? 

A  Correct. 

Q,  The  entire  gas? 

A  The  entire  volume. 

Q  And  it  would  follow  that  if  the  producer  had  been  looking 

after  the  gathering  and  transmitting  to  the  plant,  that  is 
delivery  f.o.b.  the  plant  instead  of  f.o.b.  the  well, 
the  fair  amount  that  the  producer  would  receive  would  necess¬ 
arily  be  in  excess  of  20$,  would  it  not,  because  there  would 
be  all  those  costs? 

A  I  am  afraid  I  do  not  follow  you  there. 

Q,  You  see  you  have  a  deal  on  between  the  producer  and  the  gssolinsr 
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industry? 

Yes . 

That  producer  producing  wet  gas  at  the  well? 

Yes . 

And  it  is  going  to  be  processed  at  another  place? 
Yes . 

And  somebody  has  to  transport  it? 

Correct . 


And  they  make  arrangements  that  in  consideration  of  the  gasoline 
industry  getting  80$  of  the  valine,  it  will  bear  ell  the  trans¬ 
portation  and  gathering  costs,  that  is  right  is  it  not? 

That  is  right.  They  will  deliver  their  ges  end  surrender  the 
gasoline,  all  title  to  the  gasoline  content,  and  it  is  delivered 
at  their  well;  the  British  American  Oil  Company  will  prooess 
it  and  it  will  accept  BOfo  of  the  value  of  the  content. 

So  that  what  was  considered  a  fair  contract  involved  80fo  of 
the  gasoline  content  bearing  all  the  costs  of  gathering,  that 
is  right  is  it  not? 

That,  is  right . 

And  I  say  it  necessarily  follows  uhat  if  the  producer  bore 
the  cost  of  gathering,  a  fair  contract  would  give  him  much 
more  than  20 fo,  would  it  not,  that  is  just  arithmetic,  is  it 
not  ? 


If  t  producer  bore  the  cost? 

Yes,  if  he  delivered  it  to  the  absorption  plant  he  would  get 
perhaps  50^,  would  he  not? 

THE  CHAIRMAN;  Delivered  20 fo  plus  80 J&? 

I  cannot  see  the  point  you  are  making  at  all. 

Mr.  FENERTY:  Do  not  concern  yourself  with  the 

point  I  am  making;  T  made  that  remark  before  and  I  am  going 
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Q. 


to  make  it  again,  please  do  not  be  concerned  with  the  point 
I  am  making.  Let  us  concern  ourselves  with  the  logic  of  it. 
Now  let  us  go  back  to  this,  I  say,  and  just  think  of  this 
alone . 

We  are  in  agreement  to  this  stage,  that  the  present  arrangement 
is  that  the  producer  supplies  his  product  at  the  well  and 
accepts  20 70  of  the  gasoline  content,  and  the  produoer  and  the 
oil  company  are  both  satisfied.  Now  it  is  your  next  step  that 
1  do  not  follow  you. 

Let  us  go  over  it  again  and  perhaps  we  can  get  together,  I 
think  we  can  if  we  are  concerned  with  the  immediate  question 
and  not  with  the  final  result,  if  we  do  that  I  do  not  think 
we  will  have  any  trouble? 

All  right. 

Now,  we  have  this,  we  are  together  this  far,  that  a  fair  con¬ 
tract  is  one  under  which  QOfo  of  the  gasoline  content  of  that 
gas  bears  the  entire  cost  of  gathering  and  delivery  to  the 
absorption  plant,  we  are  together  that  far? 

"^es,  I  agree  with  that. 

And  I  say  it  necessarily  follows  then  from  that,  does  it  not, 
that  if  the  producer  bore  the  entire  cost  of  delivering,  it 
will  not  come  out  of  his  20;<j,  a  fair  contract  would  give  him 
more  than  20/o,  would  it  not? 

Yes . 

And  it  follows  from  that  then  that  whoever  bears  the  cost  of 
gathering  is  entitled  to  a  share  of  the  gasoline  content? 

I  see  the  point  you  are  making. 

Now  let  us  get  that,  just  let  us  follow  that,  it  follows  from 
that,  you  see,  that  we  have  this,  that  if  the  gasoline  industry 
bears  the  cost  of  gathering  then  it  pays  for  it  out  of  the  80Jb? 
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Gross-Exam.  b’T  Mr.Fonerty. 
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A  Quite. 

Q.  If  the  producer  had  borne  the  cost  of  gathering  he  would  get 
something  more  than  20$? 

A  Yes.,  he  would  not  be  satisfied  with  20 $  if  he  was  going  to 
deliver  it  to  the  plant. 

Q,  All  right.  Now  then  the  British  -American  takes  the  position 
that  that  is  a  fair  set-up,  that  the  costs  of  gathering  this 
100$  of  wet  gas  which  is  used  in  the  absorption  plant,  is  paid 
for  Out  of  the  proceeds  of  the  gasoline  recovered? 

A  Yes. 

Q,  That  was  fair  at  all  times? 

A  Right. 

Q,  And  we  have  got  this  point,  that  whoever  pays- for  it  shares  in 
a  portion  of  the  proceeds  of  the  gasoline  content,  have  we 
not? 

A  Whoever  pays  for  it? 

Q,  Yes? 

A  Shares  in  a  portion? 

Q,  They  get  a  percentage  of  the  gasoline  content  for  doing  that? 

A  Yes . 

Q.  We  have  got  that  now,  have  we  not? 

A  Yes. 

Q.  Eh? 

A  Yes  • 

Q,  Now  what  would  be  a  fair  percentage  of  the  gasoline  content  for 
the  consumer  to  get,  if  he  paid  for  the  cost  of  transporting? 

A  I  do  not  know. 

Q,  Well  it  would  be  something,  would  it  not? 

A  You  are  asking  me  whet  mould  be  8  fair  amount  and  I  say  I  do 
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We  have  got  to  the  stage  now  that  the  person  who  pays  for  the 
oost  of  transporting  is  entitled  to  a  percentage  of  the  value, 
have  you  any  comment  as  to  what  would  be  the  fair  percertage 
to  the  consumer  if  he  paid  for  it? 

No,  I  have  not. 

But  be  would  be  entitled  to  something  under  that  argument 
would  he  not? 

Yes,  he  would  bo  entitled  to  something. 

I  see.  Now  if  I  understand  your  proposition,  having  made  a 
deal  with  the  producer  that  you  would  get  80^  of  the  oost, 
of  the  proceeds  rather,  of  the  gasoline,  and  would  pay  all 
the  costs  of  gathering,  am  T  rihht  that  your  rroposition  to 
this  Board  involves  loading  some  of  those  costs  which  you 
ate  to  pay  out  of  the  QOfo  on  t  o  somebody  else. 

I  am  only  before  this  Board  to  justify  the  costs  of  conducting 
operations.  My  company  will  have  to  abide  by  the  Board fs 
decision  as  to  who  is  to  bear  that  cost.  There  are  three 
interested  parties. 

But  your  submission  is  this,  is  it  not,  that  having  made  a 
contract  under  which  the  entire  costs  of  gathering  10Q/o  of  the 
g8S  and  delivering  it  to  the  absorption  plant  would  come  out 
of  8Q//0  of  the  value  of  the  gasoline  content,  you  now  want  it 
to  come  from  some  other  source?  Do  you  not? 

I  do  not  think  the  two  are  related  at  all. 

Ami  right  in  this,  that  that  is  the  effect  of  your  submission? 
No,  because  there  is  a  dual,  you  have  to  take  the  whole  contract 
and  as  I  pointed  out  yesterday,  you  have  operations  other  than  - 
when  our  company  started  operations  the  extraction  of  the  absorp 
t  ion  gasoline  was  the  one  and  only  object  in  view.  When  the 
Conservation  Board  deoided  to  conserve  gss  we  started  a  totally 
different  operation. 
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•  , 

Q,  I  am  not  talking  about  your  new  construction  at  all  but  - 

A  But  then  the  utilities  on  which  our  submissions  are  based  on 

cost  of  operation  necessarily  includes  cost  of  operating  the 
new  construction. 

Q,  Let  me  put  this  to  you.  Is  this  not  the  situation  that  as  has 
been  recognized  in  this  industry  in  the  Turner  Valley  field 
that  the  cost  of  gathering  and  transmitting  wet  gas  is  borne 
by  the  gasoline  industry  to  the  absorption  plant  ? 

A  Certainly  was  the  case  in  connection  with  our  Company  in  the 
south  end  of  the  field. 

Q,  And  these  contracts  we  are  referring  to  also  referred  to  this 
waste  product  which  you  have  down  stream  from  your  absorption 
plant,  the  dry  gas,  that  if  you  had  in  a  time  got  a  market  for 
that  thing  would  first  appear  down  stream,  you  would  divide 
the  proceeds  would  you  not  ? 

A  That  is  right. 

Q,  That  contemplated  that  at  some  time  in  the  future  at  a  point 

down  stream  from  the  absorption  plant  you  would  deliver  a  pro¬ 
duct  no  good  to  the  gasoline  industry, you  would. sell  it  and 
get  something  for  it  ? 

A  That  is  right. 

Q,  I  see.  Until  this  thing  came  before  the  Board  your  whole 

proposition  was  that  the  transportation  of  the  product,  100$ 
of  the  product  which  the  gasoline  industry  used  and  shared  by 
you  and  if  you  could  start  down  stream  from  the  absorption 
plant  and  do  anything  with  the  dry  product  instead  of  flared 
you  would  -divide  what  you  got  ? 

A  Yes. 

^  In  other  words  your  dry  gas  started  down  stream  ? 

A  Yes  • 
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If  you  had  a  market  ?  . 

Yos. 

And  your  contract  took  cars  of  everything  at  the  absorption 
plant  ? 

Yes. 

Bo  you  see  any  reason  for  changing  ? 

Yes,  that  arrangement  and  scheme,  that  contract  was  only  because 
there  was  only  a  single  operation  in  view  when  those  contracts 
were  entered  into  and  now  what  was  a  by-product  turns  out  to  be 
a  very  essential  product  and  that  is  why  these  submissions  are 
made  for  the  Board  to  register  and  assess  the  benefits  that 
admittedly  three  different  people  get,  the  producer,  the  oil 
industry  and  the  consumer,  but  as  far  as  my  appoaranoe  before 
this  Board  is  concerned  I  am  only  concerned  with  the  operations 
of  the  utility,  not  with  the  allocation  of  it. 

Then  if  the  consumer  does  pgy  any  cost  of  gathering  he  necess¬ 
arily  shares  in  the  gasoline  content  does  he  not  ? 

No,  no  I  am  not  so  sure. 

We  were  there  a  minuto  ago. 

The  producer  disposes  and  sells  the  natural  gasoline  content 

i 

of  his  gas  so  he  has  now  got  the  residue  gas  available  for  dis¬ 
position. 

'•  N 

You  are  not  going  to  leavo  tho  producer  with  ;}ust  20fo  the  same 
as  he  would  get  when  you  were  going  to  pay  the  entire  cost  of 
getting  the  gas  through  and  you  keep  the  full  80 jo  and  have 
someone  else  pay  tho  expenses  of  getting  it  there  ? 

Well  the  BoardTs  instructions  are  as  to  who  should  pay  it. 

Do  you  think  of  doing  that  ? 

I  do  not  know. 

You  have  not  thought  of  it  ? 
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Yes  I  have  thought  of  it  but  as  I  say  it  is  no  concern  of 
mine. 

THE  CHAIRMAN:  Anything  further  Steer  ? 

CROSS-EXAMINED  BY  MR.  MCDONALD: 

MR.  MCDONALD:  Before  Mr.  Chambers  starts,  while  on  this 

matter  of  contract  as  referred  to  by  Mr.  Fenerty  I  would 

ask  that  we  have  on  file  with  the  Board  now  the  arrangements 
under  which  the  producers  in  the  south  end  are  delivering 
their  gas  for  sale  to  the  British  American. 

That  of  course  is  a  tall  order.  I  have  some  notes  on  that 
which  will  possibly  clarify  it  a  little  for  me  as  to  what  you 
want . 

MR.  HARVI E :  Maybe  I  can  be  of  help.  What  is  it  you 

want. 

MR.  MCDONALD:  Arrangements  were  made  between  the  Companies, 

the  British  American  Company  and  the  producers  as  to  delivering 
the  gas  and  the  apportionment  of  proceeds  of  sale. 

« 

MR.  HARVI  E:  We  will  supply  all  details  of  those  arrange¬ 

ments. 

MR.  MCDONALD:  Can  you  do  that  today. 

MR.  HiiRVIE:  No  I  do  not  think  so.  There  are  half  a 

dozen  letters,  they  will  have  to  bo  oopied. 

I  notice  in  summary  of  contracts  for  the  wells  we  have  got 
eleven  different  typos  of  arrangements.  If  you  want  a  copy 
of  each  one  filed,  some  are  apparently  not  standard  contracts. 

MR.  HARVI E:  We  will  got  all  of  the  arrangements  under 

which  we  are  getting  gas  in  the  south  end  of  the  field. 

MR.  MCDONALD:  Is  the  situation  now  generally  that  the 

British  Amorioon  Oil  Company  setting  up  or  the  British  American 

i 

utility  paying  anything  to  the  British  American  for  gas  de¬ 
livered  to  the  market  ? 
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Yes. 

How  much  ? 

Tho  interim  orrangemont  has  boon  made  ponding  decision  of  the 
Board  coming  down,  whoroby  the  British  American  utilities  aro 
paying  a  prico  to  tho  British  American  Company  for  gas,  the 
yard  stick  of  prico  being  two  cents  per  m.c.f.  of  the  quantity 
paid  for  by  Madison. 

MR.  HARVIE:  And  other  producers  ? 

And  other  producers. 

MR.  CHAMBERS:  My  friond,  Mr.  Harvio,  said  he  would  file 

contracts  under  which  they  are  getting  gas  in  tho  south  end  of 
the  field.  I  am  not  sporaking  on  behalf  of  Madison  or  Royalite 
but  anothor  client  and  I  would  be  interested  in  seeing  placed 
before  the  Board  tho  contract  under  which  they  get  in  the  first 
instance  the  gas  in  tho  north  end.  I  would  suggest  we  have 
them  all. 

THE  CHAIRMAN:  That  is  the  gas  in  the  north  end.  Is  that 

not  an  exchange  affair  ? 

MR.  CHAMBERS:  Yes,  but  the  settlement  is  still  with  tho 

British  American. 

THE  CHAIRMAN:  The  settlement  is  still  on  the  basis  of 

the  south  end  contraot. 

MR.  HARVIE:  I  am  afraid  I  did  not  get  that  Mr.  Chambers. 

MR.  CHAMBERS:  You  intimated  you  were  going  to  file  con¬ 

tracts  under  which  you  got  gas  in  tho  south  end  and  I  say  I  am 
representing  anothor  client,  not  specifically  represented  here, 
and  on  behalf  of  that  client  I  would  like  to  see  placed  before 
tho  Board  the  contracts  showing  settlement  made  in  the  north  end 
of  the  field. 

MR..  HiiRVIE:  Then  if  that  is  the  case  I  think  all 
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contracts,  Madison,  Royalite,  British  American  should  all  be 
filed  because  as  far  as  the  exchange,  as  the  Chairman  mentioned, 
one  is  dependent  upon  the  other,  a  sub-contract,  and  in  order 
to  have  a  complete  detail  we  should  have  all  contracts* 

MR.  CHAMBERS:  What  .1  earn  getting  -rat  is  the  basis  on 

which  settlement  is  made  with  a  major  company  by  British 
Amerioan. 

THE  CHAIRMAN:  Are  they  not  all  on  the  two  cent  yard  stick? 

MR.  HARVIE:  50$  -  two  cents. 

THE  CHAIRMAN:  That  is  subsidiary  of  course,  but  the  gen¬ 

eral  basis  is  two  cents,  whatever  your  private  arrangement  may 
be  in  your  own  sub-contract  but  it  does  not  matter. 

MR.  HARVIE:  I  think  that  is  uniform  in  Alberta.  I  do 

not  think  there  is  any  exception. 

THE  CHAIRMAN:  I  think  we  will  restrict  what  you  are  to 

produce  Mr.  Harvie,  to  the  various  arrangements  your  Company 
have  for  the  gas  you  get  delivered  to  your  absorption  plant. 

MR.  HARVIE:  In  the  south  end. 

THE  CHAIRMAN:  In  the  south  end. 

Q,  MR.  MCDONALD:  What  was  the  point  you  were  making  Mr. 

Donellan  ? 

A  I  was  wondering  whether  I  had  better  read  this  statement.  I 

think  it  will  answer  one  of  your  questions.  That  in  the  seven 

) 

months  we  have  delivered  to  Madison  1,907,365  m.c.f.  of  gas. 

We  have  repressured  872,933  m.c.f.  We  have  had  sundry  sales 
and  deliveries  of  223,422  m.c.f.  That  is  a  total  of 
3,400,210  m.c.f.  Now  we  have,  British  American  utilities 
have  paid  British  Amerioan  in  respect  of  that  volume  a  total 
of  $82,482.78,  being  two  cents  on  the  1,845,594  m.c.f.  paid 
for  by  Madison  and  two  cents  on  the  223,422  m.c.f.  of  sundry 
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sales • 

That  total  sum  of  money  is  held  by  the  British  American 
Company  ? 

Yes. 

What  is  the  arrangement  under  which  - 
The  arrangement  - 

MR,  HARVIE:  That  is  what  we  are  prepared  to  file. 

MR.  MCDONALD:  Just  while  we  are  on  it  now  and  it  is 

fresh  in  every  oneTs  mind,  are  there  a  number  of  different 
arrangements  ? 

With  minor  changes  we  have,  for  example,  13  wells  with  standard 
life  contract,  another  18  with  same  contract  only  have  term 
of  8  to  10  years  instead  of  life  of  well.  There  are  one  or 
two  cases  where  the  contract  itself  was  a  term  contract  which 
has  expired  and  are  carrying  on  under  the  same  basis.  That 

t 

was  the  point  I  want  to  bring  out.  Whether  one  standard  con¬ 
tract  would  be  sufficient. 

Well  will  you  answer  me  this.  An  offer  was  made  to  every  pro¬ 
ducer  delivering  to  British  American  Company  in  February  or 
March  of  last  year  stating  that  the  producer  would  have  an 
opportunity  to  elect  ? 

Yes. 

As  between  the  standard  contract  ? 

Yes. 

Or  leave  the  matter  of  the  disposition  of  tha  funds  held  by 
the  British  American  to  the  orders  of  the  Natural  Gas  Utilities 
Board  ? 

That  is  correct. 

Now  how  many  parties  elected  to  leave  the  matter  to  the  Board  ? 
I  would  have  to  look  it  up.  I  think  all  of  them.  I  do  not 
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think  wo  are  paying  anybody  for  gas.  I  think  they  all  elected 
to  hold  it  in  suspence. 

If  they  all  elected,  that  is,  I  will  read  what  was  given  to 
one  Company  -  that  at  your  election  it  will  be  held  in  trust, 
that  is  the  British  American  will  hold  in  trust  all  moneys 
received. 

MR.  HARVIE:  This  is  purely  a  matter  between  the  British 

American  and  the  producer  as  to  the  disposition  of  funds  that 
the  producers  get.  I  think  it  is  not  pertinent  on  the  question 
of  arrangement  between  the  producer  and  the  absorption  plant. 

I  do  not  think  this  has  anything  to  do  with  this  inquiry  at 
all  and  I  suggest  that  the  witness  does  not  answer  it. 

THE  CHAIRMAN:  What  was  the  point  you  wished  to  make  Mr. 

McDonald  ? 

MR.  Mo DONALD:  I  wish  to  know  how  many  producers  have 

adopted  this  election  and  how  many  have  not  and  how  many  have 
been  dealt  with  on  the  contract.  It  is  purely  a  question  of 
the  matter  of  cost  to  the  producers  and  is  completely  a  matter 
rolovant  to  this  hearing. 

THE  CHAIRMAN :  At  the  moment  we  are  dealing  with  the 

British  American  utility  rote  base  and  it  does  not  seen  to  me 
that  it  has  any  relevancy.  There  may  be  another  place  Mr. 
McDonald  where  you  may  bring  it  in  properly. 

MR.  HARVIE:  I  am  quite  prepared  to  give  information 

for  use  by  Mr.  McDonald  to  apply  whore  it  is  relevant  but  not 
at  this  stage. 

MR.  CHAMBERS:  Would  it  not  be  relevant  on  the  question 

9 

of  the  revision  of  contract  between  the  producers. 

THE  CHAIRMAN :  Yes. 

MR.  CHAMBERS :  B  ut  my  friend’s  Idea  was  that  it 

was  relevant  when  you  come  to  fix  the  absorption  price. 


„  ..  v.L 


M-3-8 


Robert  Donellan, 

Cross -Exam,  by  Mr.  McDonald. 


-  3202  - 


0, 


A 


Q, 


MR.  HARVIE:  Oh  no  I  say  it  is  not  relevant  or  necessary 

to  the  inquiry. 

THE  CHAIRMAN:  Not  -in  this  phase  of  the  hearing. 

MR.  CHAMBERS :  Oh  but  it  had  occurred  to  me  whether  Mr. 

Donellan  or  somebody  would  be  back  to  answer  the  question. 

MR.  MCDONALD:  The  point  I  have  in  mind  was  that  Mr. 

Fenerty  raised  a  question  of  disposition  and  the  cost. 

THE  CHAIRMAN:  And  nobody  objected  and  I  am  not  going  to 

stop  if  there  is  no  objection  but  an  objection  is  taken  and 
I  will  rule  accordingly  but  I  think  the  subject  you  are  pur- 
suing  is  not  relevant  at  all. 

MR.  MCDONALD:  I  may  disagree  with  you. 

THE  CHA IRMAN :  That  is  unfortunate  but  that  is  the 

position. 

MR.  MCDONALD:  I  would  like  this  Mr.  Donellan,  can  you 

give  me  a  statement  showing  the  present  standing  of  the  relation 

ship  of  the  British  American  Company  and  the  producers  who  are 
delivering  gas  to  the  absorption  plant  ? 

A  statement  showing  the  relationship  between  the  producers  and 
the  British  American  Company. 

With  regard  to  this  roughly  $80,000.00  which  is  now  on  deposit. 
THE  CHAIRMAN:  The  relationship  is  a  contractual  one. 

MR.  MCDONALD:  That  is  what  I  wont  to  ^iiow. 

o 

THE  CHAIRMAN:  That  is  the  answer  is  it.  Now  do  you  want 

the  contract  ? 

MR.  MoDONALD: 

THE  CHAIRMAN: 


base  ? 


I  want  a  summary  of  tho  various  contracts. 
And  what  have  they  to  do  with  the  rate 
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MR.  MCDONALD:  Well  it  may  have  a  considerable  bear¬ 

ing  on  the  distribution  of  costs. 

THE  CHAIRMAN:  Mr.  Chambers? 


CROSS-EXAMINATION  BY  MR.  CHAMBERS. 

Q,  Mr. Donellan,  would  you  turn  to  Exhibit  113(B),  that  is  known 

as  Volume  5,  page  8.  As  I  understand  it,  this  Exhibit  113(B), 
part  of  the  submission  of  the  British  American,  is  to  the 
effect  that  British  American  should  be  paid  a  minimum  monthly 
charge  for  five  years. 

MR.  FARVIE :  You  mean  British  American  Utilities 

Company? 

MR.  CHAMBERS :  The  B.A.  Company.  The  Utility  or 

the  Company.  It  is  the  Utility  Company.  It  should  be  paid 
a  minimum  monthly  charge  of  $2,190.00  for  five  years  for  trans¬ 
porting  gas  from  the  Gas  6c  Oil  Products  refinery  at  Kartell, 
through  the  Madison  scrubber? 

A  Correct. 

Q,  And,  as  a  matter  of  arithmetic,  I  compute  that  as  $131,400.00 
for  the  five  year  period,  that  sum  is  roughly  correct,  is  it? 

A  Yes.  The  total  is  shown  as  $131,364.00. 

Q.  $131,364.00? 

A  Yes. 

Q,  It  is  shown  there? 

A  Yes . 

Q.  New,  the  length  of  the  line  of  the  B.A  .Utilities  from  the 

British  American  absorption  plant  to  the  Madison  scrubber  I 
am  informed  is  around  11  miles*  between  ten  and  eleven  miles? 

A  That  is  my  understanding. 

Q,  Yes.  And  the  G.O.P.  gas  is  delivered  to  that  line  near 
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Hartell  junction  is  it  not? 

A  ¥qs  . 

Q,  And  that  point  happens  to  be  about  one-half  of  the  distance 

between  the  British  American  absorption  plant  and  the  Madison 
s  crubber? 

A  Approximately  that. 

Q,  Now,  according  to  this  Exhibit  113(B),  I  take  it  that  the 
total  operating  cost  of  the  entire  line  from  the  B.A.  plant 
to  the  Madison  scrubber  for  the  five  year  period  is  $570,114*00? 

i 

A  That  is  for  the  ten  year  period. 

Q,  T^at  is  for  the  ten  year  period?  I  am  sorry. 

A  Yes. 

Q,  And  that  includes  depreciation  allowance,  and  the  return  on 
investment  ? 

A  Yes . 

Q,  And  the  total  estimated  throughput  is  28,  964,000,000  cubic  feet? 

A  Yes. 

Q,  For  the  ten  year  period? 

A  Yes . 

Q.  Of  which  6,  675,000,000  will  b^.&ant  into  the  line  from  the 
G.O.P.  plant? 

A  Correct. 

Q,  Now  it  is  common  knowledge,  is  it  not,  that  the  G.O.p. 

gas  does  not  enter  or  does  not  pass  through  that  part  of  the 
line  between  Hartell  Junction  and  the  British  American  plant? 

A  No,  I  understand  not. 

Q,  And  is  no  part  of  the  throughput  of  that  part  of  the  line,  at 
least.  And  I  think  you  said  in  answer  to  Mr.  Blanchard  that 
it  is  possible  that  there  will  be  additional  gas  over  and 
above  the  28,964,000,000  rssc  through  this  lino  from  thm  B.A. 
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plant  to  the  Madison  scrubber  after  the  ten  year  period? 

L  Possibly,  yes. 

Q  Yes.  I  think,  Mr .Done lien,  you  have  followed  the  proceedings 
of  the  Board  from  the  first  in  a  general  way  although  you 
have  not  been  here  at  all  times? 

L  Ye  s . 

Q,  i>nd  after  hearing  all  the  evidence  as  to  reserves  and  the 
engineers  as  to  the  plan  of  taking  that  out  and  so  on,  you 
realize  or  understand  that  the  Board  in  the  end  will  make 
some  decision  as  to  the  estimate  of  gas  that  is  to  be  passed 
through  the  different  systems  over  the  life  of  the  field? 

&  Yes,  I  understand  that. 

Q,  Yes.  Now  let  me  put  this  to  you,  assuming  that  the  Board  should 

come  to  the  conclusion  that  on  the  evidence  there  will  be  ulti¬ 
mately  passed  through  this  line  from  the  B.J*.  absorption  plant 
to  the  Madison  scrubber,  more-  than  28,964,000,000,  don’t  you 
think  that  that  fact  should  be  taken  into  consideration  in 
fixing  the  amount  of  the  charge  for  the  conveyance  of  the 
0.0. P.  gas? 

n  Well  tbr  t  will  ha  ve  to  be  considered  when  a  decision  is  made. 

Q,  Yes.  But  the  point  I  am  getting  at  is,  do  you  think  that  is 

a  reasonable  thing  or  c  reasonable  basis  for  the  Board  to  tike 
into  consideration? 

L  Yes  sir,  I  think  it  is. 

Q  /.s  I  understand  it,  this  $2,190.00  monthly  charge  is,  in 

effect,  oharged  up  to  the  party  paying  for  the  transportation 
of  the  0.0. P.  gas,  a  proportion  of  the  carrying  oharges  of 
that  portion  of  the  line  from  the  B. .A. plant  to  the  Hertell 
Junotion,  is  it  not? 

A  I  am  sorry  I  missed  the  start  of  that. 
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Q.  This  ^2,190.00  charge  per  month  includes  in  it,  in  effect,  and 
charges  up  to  the  G.O.P.  gas  a  proportion  of  the  carrying 
charges  and  the  operating  expense  of  the  line  from  the  B.A. 
plant  to  the  Parte  11  Junction? 

A  Yes,  it  does. 

Q,  Through, no  portion  of  which  the  G.O.P.  gas  passes? 

A  Correct. 

Q,  Now  I  am  asking  you  to  see  what  you  think  of  this  as  a  suggestion 

for  the  Board  to  consider,  that  that  rate  or  charge  should  be 

i 

arrived  at  on  a  basis  of  something  like  this,  you  take  the 
over-all  cost  of  the  line,  the  entire  cost,  and  you  ascertain 
the  estimated  throughput,  the  figure  which  the  Board  will 
ultimately  decide,  and  that  you  should  work  out  your  depredation 
on  a  unit  basis.  In  other  words,  divide  your  capital  cost 
by  the  total  estimated  throughput  of  the  line  and  get  the 
amount  of  depreciation  charged  to  each  thousand  cubic  feet  of 
gas  that  goes  through.  Do  you  think  that  that  is  an  element 
that  would  be  fair  to  consider? 

A  That  would  be  fair.  Th  at  would  be  another  way  of  approaching 
it. 

Q.  Yes.  Now  let  us  go  further.  Do  you  think  it  is  fair,  I  am 
Just  asking  you  for  your  views  on  it,  Mr. Done  lien,  to  take  the 
capital  ot'&rges  or  the  orpitrl  costs  of  half  of  the  line,  the 
cost  of  the  line  from  tTartell  Junction  to  the  Madison  scrubber, 
end  in  order  to  get  your  depreciation  p  r  m.c.f.,  divide  that 
by  the  total  throughput  of  that  portion  of  the  line? 

A  Do  you  meen  weighted  for  distance? 

Q  Yes? 

A  I  sho  id  say  tha+  that  would  still  be  another  matter. 

Q,  I  mean,  that  is  something  that  might  well  be  considered? 
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Yes . 

And  that  rate  of  return  of  15fo,  or  whatever  the  Board  fixes, 
inclusive  of  income  tax,  should  be  applied  so  far  as  this 

i 

particular  charge  is  concerned  only  to  that  capital  cost  of 
the  line  from  kartell  Junction  to  the  Madison  scrubber? 

Well,  whichever  one,  either  this  submission  or  your  two  sub¬ 
missions,  I  do  feel  that  the  return  on  the  investment 
should  b~  handled  exactly  the  same  as  the  operating  costs  and 
the  administration. 

Yes.  Now  then,  let  us  turn  to  the  proportion  of  your  operating 
expenses  that  should  be  included  in  this, rate.  I  am  suggesting 

that  the  proportion  of  the  operating  expenses  which  might  bo 
charged  to  the  rate  would  be  to  figure  out  the  actual  operating 
expenses  of  the  entire  line  from  the  B.A.  plant  to  the  Madison 
scrubber,  and  allocate  bQ $  of  them  to  the  operation  of  the 
line  from  Kartell  to  the  Madison  scrubber,  and  then  allocato 
that  proportion  of  them  to  t v-e  G.O.p.  gas  which  that,  the 
amount  of  the  G.O.P.  gas,  bears  to  the  entire  throughput 
of  that  entire  portion  of  the  line? 

That  would  be  a  reasonable  approach  for  dividing  it. 

Yes.  I  was  interested  in  one  thing  yesterday  in  the  discussion 
which  you  had  with  my  friend,  Mr.  McDonald,  and  if  T  recall 
correctly,  you, in  effect, said  to  him  in  reply  to  his  question 
that  as  a  comparison  with  the  risk  so  far  ss  rate  of  return 
is  concerned,  of  the  Gas  Company  and.  the  B.A.  Utilities,  there 
was  considerably  more  risk  to  the  B.A.  Utility? 

I  did. 

And  that  leaving  aside  the  question  of  the  shorter  amortisation 
period  on  the  3. A.  Utility,  that  the  risk  of  the  Madison  was 
somewhere  in  betw'een  the  two,  is  that  right? 
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Nov  I  am  Just  interested  to  know  what  you  consider,  what  is  the 
basis  for  your  statement  that  the  Madison  risk  is  less,  or  not 
as  great,  than  the  B.jU  Utilities? 

Because  they  hive  e  longer  expectation  of  life,  and  it  is 
spread  over  a  longer  period*  My  recollection  is  that  the 
Madison  Company  have  got  reserves  which  contemplate  25  or  30 
years’  life,  whereas  our  engineers  have  s  ten  year  life  for 
our  plant.  It  could  be  said  that  t^e  amortization  on  the  ten 
year  period  would  offset  it. 


(Go  to  Page  3209  ) . 
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Q  Yes,  so  that  on  the  over -all  picture  you  think  that  the 
risk,  so  far  as  rate  of  return  of  these  two  utilities  is 

concerned,  that  is  the  two  utilities  in  the  field,  works 

out  at  about  50-50? 

A  50-50.  Madison  have  a  bigger  volume  and  a  larger  area. 

Q,  I  went  to  refer  you  next,  Mr.  Donellan,  to  I  think  it  is 

Volume  39  of  the  transcript,  page  3031.  Now  as  I  under¬ 
stand  it,  the  effect  of  what  you  say  there  is  this,  first 
that  Teis’  valuation  of  the  b.A.  pipeline  was  ^2,135  dollars 
per  foot,  is  that  right? 

A  Yes. 

And  that  is  shown  in  Exhibit  102  that  you  filed? 

A  Ye  s. 

Q  And  that  Madison’s  valuation  for  its  pipeline  was  2,232 
dollars  per  foot. 

A  Yes . 

MR.  HAR7IE:  No,  that  v^as  8  mistake. 

A  I  corrected  that  in  Exhibit  102(B).  I  picked  the  wrong 
figure  out  of  my  note  book. 

MR.  HARVIB:  The  corrected  figures  are  2.135  B.A. 

as  against  Madison  2.105. 

Q  MR.  CHAMBERS:  Now  you  will,  I  think,  perhaps  recall 

that  Mr.  TQis,  in  response  to  a  question  that  I  asked  him, 
said,  in  effect,  that  the  observed  depreciation  on  the  two 
systems,  Madison  and  B.A.  ,  would  not  have  any  relation  to 
each  other.  Do  you  remember  that? 

A  Yes,  I  think  he  did  mention  that. 

Q,  And  you  are  in  accord  with  that  statement? 

A  I  am  in  accord  with  that  statement,  yes. 

Q  Now  in  Exhibit  102(c)  that  you  filed,  you  used,  as  I  under- 

/ 

stand  it,  Hill’s  rate  of  depreciation  on  the  Madison  system 
and  applied  that  to  the  B.A.  system,  is  the  t  right? 
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A  I  did  ,  yes. 

q  Now  I  do  suggest,  at  least  it  occurs  to  me,  Mr.  Done  lien, 
that  in  view  of  Teis’  statement  with  which  you  agree  that 
that  basis  of  depreciation  is  inconsistent. 

A  wall  of  course  I  think:  you  have  to  bear  in  mind  whet  the 

object  was  of  the  preparation  of  this  Exhibit  102(c).  That 
was  primarily  used  for  internal  purposes  to  setisfy  myself 
as  to  the  comparative  result  of  the  two  appraisals.  I  vs/ill 
concede  that  if  I  was  valuing  the  B.A.  plant  on  the  Hill 
basis,  there  would  be  several  refinements  made  of  which 
probably  depreciation  would  have  been  one  but  I  was  more  con 
cerned  to  know  to  what  extent  I  could  accept  Teis’  appraisal 
Thera  did  not  seem  to  be  any  comparable  basis  in  the  detail 
of  the  two  engineers. 

Q  THE  CHAIRMAN:  Perhaps  your  $200,000  item  which 

emerges  os  $58,774  would  bo  another  refinement,  would  it? 

A  No . 

q  MR.  CHAMBERS:  In  any  event,  this  Exhibit  102(c) 

disregards  the  kind  end  condition  of  the  pipe  installed  in 
the  two  systems? 

A  I  simply  started  off  -  both  engineers,  as  I  recall  from 
reading  Mr.  Hi  11  ’  s  •  evidence  and  from  what  Mr.  Teis  said, 
both  systems  were  full  end  complete  good  working  operating 
units  for  the  purposes  to  which  they  were  being  applied. 

I  wanted  to  use  Mr.  Hill’s  values,  so  wherever  possible  I 
used  Mr.  Hill’s  figures,  on  cost  and  depreciation. 

q  Would  not  this  be  a  proper  basis  of  c omp^r ison* and  see 

whether  you  can  agree  with  me  on  this.  Take  Hill’s  value  of 
pipe  used,  using  equivalent  lengths  and  size  and  so  on. 

A  Yos . 
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,  ♦ 

q  And  than  d  eprecie  to  that  value  or  that  amount  st  the  observed 
ret  a  given  by  Tcis  end  based  on  his  ectuel  inspection,  which 
wes  30  per  eont  end  then  add  or  use  Hill's  installation  cost 

.  *  v 

undepreciated  end  compering  the  Teis  method,  would  not  that 

♦  •  •  •  • 

A  Well  you  ere  just  going  in  reverse.  That  is  Teis’  valuation 
o  f  the  Ms  di  s  on  a  pp  r si  se  1 . 

Q  In  order  to  test  it . 

A  Yes, 

q  I  have  here  a  statement  set  up  on  that  basis  and  I  want  to 

discuss  it  with  you,  Mr,  Done  lion. 

STATEMENT  PREPARED  BY  MADISON  NATURAL 
GAS  COMPANY  LIMITED  of  VALUATION  OF 
BRITISH  AMERICAN  GAS  GATHERING  SYSTEM, 
based  on  HILL'S  UNIT  COST  IS  NOW 
MARKED  EXHIBIT  118. 

q  Mr.  Donellan,  Mr.  Stevens- Gui lie  draws  my  attention  to  this 
that  I  think  you  said  that  I  am  suggesting  that  we  appraise 
the  Madison  system  on  Teis'  basis. 

A  Yes.  That;  i  gathered  was  what  you  are  saying.  Because  it 
is  not  what  you  have  done. 

q  We  are  using  the  pipe  and  so  on;  we  are  using  your  pipe,  not 
ours . 

A  I  noticed  that  on  the  statement.  You  are  taking  the  British 
American  pipe  and  applying  the  unit  cost. 

q  Now  as  I  understand  it,  the  lineal  feet  and  description  end 
average  weight  of  pipe  par  Teis,  unit  cost  of  pipe  end  total 
cost  of  pipe,  that  those  figures  are  taken  from  Exhibit  102(c). 

A  That  is  right. 

q  And  that  in  the  next  column  we  have  arbitrarily  applied  the 
30  per  cent  observed  depre  cist  ion  on  cost  of  pipe  alone,  and 
not  to  the  installation  cost. 

A  I  would  like  to  interject  that  I  think  that  is  most  unfair. 
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Because  there  is  an  item  of  weighting  in  applying  the  cost 
of  pipe  and  using  Hill’s  basis  of  pipe,  we  have  weighted 
that  pipe.  However,  I  am  sorry  I  interrupted. 

Q,  I  am  informed  by  Mr.  Stevens -Guille . 

A  You  have  covered  my  own  statement. 

Q,  Yes.  102(c),  the  first  toree  columns  of  figures  and  then 
follows:  Value,  less  30  per  cent  observed  depreciation. 

That  30  per  cent  applied  only  to  the  cost  of  the  pipe. 

A  The  cost  of  the  pipe,  yes, 

Q,  And  not  to  the  depreciated  installation  costs  at  all  as  in 
accordance  with  Mr.  Teis,  Then  the  next  column  goes  on: 

Cost  to  lay. 

A  Yes. 

Q,  Those  figures  are  taken  from  Exhibit  59,  which  was  a  state¬ 
ment  o  f  Mr.  Hill’s  unit  cost. 

A  Yes. 

Q,  And  I  adjusted  those  allowing  for  this  pipe  being  unwrapped, 
A  Ye  s. 

Q,  And  the  last  column  or  the  last  two  columns  are  the  results 
of  previous  columns.  But  I  should  say  there  is  one  typo¬ 
graphical  error  in  the  last  column  which  does  not  affect 
the  total.  About  two-thirds  of  the  way  down  the  column 
there  is  a  figure  of  $891.05.  That  should  be  $897.05, 

THE  CHAIRMAN:  My  copy  is  corrected. 

A  Yes,  and  my  copy  is  corrected. 

Q  MR.  CHAMBERS:  In  ether  words  lam  submitting 

that  statement  to  you,  Mr.  Done  llan,  and  I  suggest  that  it 

could  be  checked,  to  illustrate  the  proposition  that  I  put 

■* 

to  you  as  another  basis  of  comparis  on  and  the  total. on  that 
after  allowing  for  depreciation  is  $91,726.02. 

A  In  conne  ction  with  pipe  only? 

Q,  Yes. 
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A 

Q 

A 

•  Q, 

A 

q 

A 

0. 


A 


Q 


Yes. 

As  compared  with  the  $  13 8, 000  that  is  in  your  Exhibit,  .  .  .  • 
Oh  no.  That  is  installed  pipe  in  the  ground. 


Yes. 


But  my  statement  of  §138,000  includes  other  material  end  other 
items.  This  is  restricted  to  pipe  only. 

And  fittings? 

And  fittings. 

This  includes  pipe  and  fittings.  However  I  think:  in  fairness 
to  you  that  you  should  be  given  an  opportunity  to  check  it 
over . 

Yes. 

And  if  there  is  any  explanation  we  can  deal  with  that  tomorrow, 
MR.  BLANCHARD  :  Does  this  include  the  item  of 

connection  labor  that  is  included  in  the  unti  cost? 

MR.  CHAMBERS:  I  am  instructed  that  the  cost  to 

ley  includes  ell  Hill’s  figures  for  installing  the  lines 
ready  to  go  except  an  allowance  taken  off  for  wrapping, 

DR.  BOOMER :  And  it  includes  his  9  per  cent  over- 

he  ad . 

✓ 

MR.  CHAMBERS:  No  it  does  not  include  the  percentages. 

DR.  BOOMER:  It  does  not  include  the  going  value? 


MR.  CHAMBERS: 
MR.  HARVIE: 

MR.  CHAMBERS: 
MR.  BLANCHARD: 
profit . 


No. 

Does  it  include  meters? 

No  ,  no  mo  t  er  s . 

It  includes  10  per  cent  contractors 

Oh  yes  that  is  included. 


MR,  HARVIE: 
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A 
Q . 

A 

q 


A 


q 

A 
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Mr.  Donellan,  in  the  comparison  you  made  in  your  Exhibit  , 
you  did  include  Hill’s  going  value? 

No,  it  is  exclusive.  I  ha  d  nothing  for  going  concern  value. 

What  is  that? 

* 

I  usb  cl  that  figure  of  mine,  on  Exhibit  2(c).  .  .  .  . 

No,  but  in  checking  against  Hill’s  figure,  did  you  include 
Hill’s  figure  of  a  portion  of  the  going  value? 

No,  what  I  term  my  ’’short  statement  on  comparison”,  I  used  a 
pro  rata  share  of  the  200  ,  000. 

That  is  in  Exhibit  102(b)? 


Yes. 

Well  now  then,  Mr.  Donellan,  Exhibit  102,  which  is  Volume  2, 
and  then  there  is  also  Exhibit  102(a)  and  Exhibit  113,  as  I 
understand  it  they  deal  with  the  high  pressure  lines,  is  that 
right,  i  just  want  to  get  it  on  the  record  to  know  where  to 
look  for  these  things,  Exhibit  102  at  page  8,  Exhibit  102(a) 
pages  12,  20  and  2  2  and  Exhibit  113(a),  page  13,  they  deal 
with  the  capital  cost  of  the  high  pressure  lines,  is  that  right? 
THE  CHAIRMAN:  Page  8  of  Volume  2  and  what  have  you 

in  Exhibit  102(a)? 

MR.  CHAMBERS:  In  Exhibit  102(A),  pages  12,  20  and  22 

MR.  HARVIE;  Exhibit  102  is  supplement  1,  is  it 

not? 


THE  CHAIRMAN:  That  is  Exhibit  102(a). 

WITNESS:  It  is  Exhibit  102(a), 

MR.  CHAMBERS:  That  is  Exhibit  102(a)  and  Exhibit 

113(a),  which  is  Volume  3,  Supplement  l,  page  13,  deals  with 
the  seme  situation,  that  deals  with  the  capital  expenditures 
of  the  high  pressure  lines  which  are  dealt  with  on  those  pages. 
DR.  BOOMER:  V  Mr.  Chambers,  is  it  Volume  3,  Exhibit 


113? 
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A 

Q 

A 

Q 

A 


A 
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MR.  CHAMBERS:  Exhibit  113(A),  which  is  Volume  3, 

Supplement  1,  at  page  13. 


WITNESS: 


THE  CHAIRMAN: 
MR.  CHAMBERS: 


It  is  on  supplement  1  of  volume  3. 
And  that  is  Exhibit  113(A),  page  13, 
That  is  correct. 


MR.  CHAMBERS:  But  for  the  purposes  of  our  discussion, 

I  am  going  to  refer  you  to  Exhibit  102,  page  8;  now  the  first 
item  there  55,350  feet  4  inches  of  8-5/8  inch  pipe  ,$54,791.17 , 
now  can  you  tell  me  whether  that  pipe,  whether  that  refers  to 
new  pipe  or  not? 

I  cannot  tell  you  that.  That  was  the  invoice. 

This  is  the  pipe  which  went  into  the  new  high  pressure  lines. 
Yes,  it  went  into  the  high  pressure  lines  but  we  were  not 
able  to  buy  all  new  pipe,  some  of  it  had  to  be  second  hand  . 

Can  you  tell  me  the  weight  of  that  pipe? 

Not  now.  I  will  have  to  look;  it  up. 

All  right.  Now  my  computation  shows  that  the  unit  costs  there 
were  set  out  at  98.98  cents  per  fbot  or  roughly,  say,  99  cents 
a  foot. 


MR.  HARVIE: 

MR.  CHAMBERS: 
the  first  item. 


Is  that  the  8-5/8ths  inch? 

The  8-5/8ths  inch  I  am  talking  about, 


MR.  HARVIE:  That  is  Mr.  Hill’s  unit  costs. 

MR.  CHAMBERS:  No,  your  figure  on  this  page. 

MR.  CHAMBERS:  Now  I  am  assuming  that  that  item 

does  not  include  duty  or  freight,  is  that  right? 

I  would  say  "no”. 

Yes.  Now  my  understanding  is  that  according  to  Mr.  Hill’s 
Exhibit  59,  which  is  the  statement  of  unit  coster,  the  28  pound 
pipe,  and  that  is  a  heavy  pipe  as  I  understand  it,  of  the 
sizo  laid -down- cost  at  Turner  Valley  is  2,05,  rather  2,057 
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dollars  and  that  the  other  weight,  the  lighter  weight  of 
the  16-2/3  pound  pipe  has  a  laid-down-cos  t  of  1,40. 

A  That  is  right, 

Q,  Including  duty  end  freight.  Now  following  your  page  8  of 
Exhibit  102,  a  little  further  and  assuming  that  that  first 
figure  does  not  include  duty  and  freight,  the  figure  $54,791,17, 
we  come  down  to  the  separate  items  there  ’’duty,  $26,394.03; 
freight,  $29,288,39.”  and  the  total  of  those  two  items  is 
$55 ,682.42. 

A  Yes . 

Q ,  And  I  am  just  making  a  rough  computation  there,  I  am  pro 

rating  that  figure  between  the  values  of  the  pipe  shown 
above,  you  see, 

A  Yes. 

q  And  I  get  a  unit  price  of  1.94  for  the  8-5/8ths  inch  pipe 

inclusive  of  the  cost  of  the  pipe,  the  duty  and  the  freight. 

A  Yes,  I  see. 

q  And  as  I  said  before,  the  28  pound  pipe,  according  to  Mr. 

Hill’s  unit  figure,  was  2.057. 

A  Yes,  2,057. 

0  And  the  lighter,  the  16-2/3  inch,  1.40. 

A  Yes, 

q  Now  it  might  be  of  some  benefit  to  the  t3oard,  I  suggest,  if 
we  could  get  some  idea  as  to  the  weight. 

A  I  will  have  the  details  of  that  weight  and  a  break-down  of 
the  duty  and  freight  prepared. 

q  And  also  whether  it  was  new  or  second  hand. 

A  New  or  second  hand. 

q  And  the  same  situation  mi  ght  apply  to  the  other  one  too, 
but  I  am  not  going  to  go  further  into  the  figures  now. 
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A  They  would  likely  be  the  same,  all  the  pipe  concerned  on  that 


schedu  le . 

MR.  CHAMBERS: 

Yes,  and  perhaps  that  is  a  good 

place  to  stop  for  me. 


THE  CHAIRMAN: 

^uite,  but  before  we  do  adjourn  I 

would  like  to  know  where  we  stand  with  Mr.  Done  1  lan,  -  as  I 
under staend  it,  he  is  going  beck  to  Toronto  tomorrow  night. 


MR.  CHAMBERS: 

I  do  not  expect  to  be  more  than  half 

an  hour,  if  that. 


THE  CHAIRMAN: 

Will  you  have  much  re-examination, 

Mr.  Harvie? 


MR.  HARVIE: 

Some,  but  I  think  some  of  it  has  been 

cleared  up  es  we  have  gone  along.  I  think  I  might  take  an  hour. 


THE  CHAIRMAN: 

On  re-examination? 

MR.  HARVIE: 

Yes. 

THE  CHAIRMAN: 

How  about  you,  Mr.  Blanchard? 

MR.  BLANCHARD: 

I  do  not  think  I  have  any  more. 

THE  CHAIRMAN: 

Then  it  is  within  the  bounds  of 

possibility  that  the  Board  might  take  half  an  hour.  In  that 
case  in  order  to  let  Mr.  Donellan  get  away,  would  you  object 
to  sitting  for  an  hour  or  so  in  the  afternoon  tomorrow? 

MR.  HARVIE:  We  would  be  very  glad  if  that  could 


ba  arranged. 

THE  CHAIRMAN : 

I  would  not  be  surprised  if  he  would 

be  coming  back  some  time 

la  t  er . 

MR.  HA8VIS: 

You  mean  Mr.  Donellan? 

THE  CHAIRMAN: 

That  Mr.  Donellan  will  be  coming 

ba  ck. 


MR.  HARVIE: 

I  think  he  will,  but  I  think  we  should 

get  this  phase  o  f  it  finished  if  possible. 
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MR.  CHAMBERS:  Is  there  any  chance  of  Mr.  Stevens- 

Guille  getting  on  tomorrow? 

THE  CHAIRMAN:  Mr.  Harvie  says  he  will  take 

an  hour  and  supposing  we  give  you  half  an  hour  and  the  Board 
takes  a  half  an  hour,  that  makes  two  hours  and  then  double  it. 
All  right,  we  will  adjourn  now. 

(At  this  stage  the  Hearing  was  adjourned  until  9.30  A.M# 

3‘Hh  September,  1945.) 
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